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Professional Notes 


Recommendations of the Chambers of Commerce—1. Budgetary Policy 


Tue AssoOcIATION OF BriTIsH CHAMBERS OF COMMERCE, THROUGH 1TS PRESIDENT 
(Mr. A. H. S. Hinchcliffe, p.L.), has sent its usual annual address to the Chancellor 
of the Exchequer giving its recommendations on policy for the next Budget. 

The bulk of production for rearmament must, it urges, come from a diversion 
of real resources from projects which can be postponed or sacrificed: only a 
relatively small contribution can be expected from increased productivity. 

Some check has been applied to central and local government expenditure 
on capital account, but not enough. “ For instance, work on new towns and 
surveys for national parks can wait. Housing should have priority over civic 
centres and even over new permanent schools, hospitals and clinics, because 
housing shortages, besides being a social evil, reduce the productivity and 
mobility of labour.’ Local authorities should have to raise their loans in the 
market. They would then count the cost more prudently. And there is no 
need to stretch the national tax burden to cover the capital requirements of the 
authorities. 

_ Opportunity for economy in government. expenditure on current account 
s mainly, continues the Association, in directions where political considerations 


have to be faced. It regards the 
Ministry of Health as an “ outstanding 
example of uncontrolled extravagance, 
both in administrative costs and in some 
of the services provided.” Subsidies 
and social security benefits should be 
progressively reduced, the address 
argues, adding that many now realise 
that national security takes prece- 
dence over social security. 

Private expenditure in relation to the 
consumer goods available will be 
inflated as rearmament reduces the 
resources devoted to the consumer 
goods industries. Therefore, after every- 
thing possible has been done to reduce 
government drafts on those resources, 
private consumption will have to be 
cut down, through savings in preference 
to taxation. Savings would be en- 
couraged if more people, including the 
tenants of council houses, could buy 
their own houses. So far as resort has to 
be had to taxation, it is inescapable that, 
since it must be aimed at reducing 
purchasing power, it must be levied on 
the great body of consumers. “ Taxes 
which merely raid savings, such as 
taxes on company reserves or additional 
taxes in the small number of higher 
income brackets, can have little effect 
in reducing consumption and can do 
positive harm.” 


—2. Tax Reforms in the Broad 
The Association then makes its specific 
suggestions. The difference between 
the replacement cost and the historical 
cost of stocks and fixed assets should be 
treated as a current charge in comput- 
ing taxable profits. As an emergency 
relief, pending the report of the first 
Millard Tucker Committee (on Tax- 
able Business Profits) two measures are 
put forward : 

(a) For stocks, businesses should set aside 
reserves equal to the difference 
between the value of their stocks held 
at the close of accounting periods 
ended in 1950-51 taken at cost or 
year-end prices and the value of those 
stocks taken at prices current at the 
opening of the period. 

For fixed assets, businesses should set 
aside a reserve equal to the difference 
between a proportion of the replace- 
ment cost of the asset determined by 
its life and the sum of the initial and 
annual allowances granted under 

the Income Tax Act, 1945. 
The main effect of the profits tax is 
to deplete reserves necessary for the 
preservation of businesses. The greater 
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the amount of fixed Preference dividends 
ranking before Ordinary dividends the 
more serious the damage. The tax 
causes company borrowings to replace 
new share issues. There is no case, says 
the Association, for the Profits Tax : it 
should be repealed in the entirety. 

The progression in personal rates of 
income tax should be re-graded. Incen- 
tives to effort would be increased if the 
rates advanced in eight steps of 1s. in 
the £ for each added £25 of income. 
The P.A.Y.E. system should no longer 
aim at getting the tax exactly right each 
week. This system falls heavily on extra 
earnings and subsidises absenteeism and 
unofficial strikes. Provisional collection, 
with no repayment during the year but 
re-assessment at the year-end, might 
work better. j 

There is increasing evidence of 
damage caused to small and medium- 
sized businesses by the rules of valuation 
for death duties applied to controlled 
businesses by the Finance Act, 1940. 
Earning capacity, as measured by dis- 
tributable profits, should be applied 
consistently to all forms of business 
property. Moreover, the liability to 
death duties should be removed from 
companies and placed on the estates of 
the deceased persons. 

Experiments in design and quality 
are hindered, the Association avers, by 
the discrimination in purchase tax 
between utility and non-utility lines. 
To reduce the discrimination and to 
produce revenue, a 10 per cent. tax on 
utility lines might be justified. 

While many accountants, who do 
not necessarily subscribe to the Asso- 
ciation’s views in their entirety, will 
agree, so far as general principles are 
concerned, with its suggestions on 
replacement cost and on the Profits Tax, 
some of them will no doubt consider 
that the suggestions would involve the 
Exchequer in such a large loss of 
revenue that there can be no reasonable 
hope of their being adopted, at least 
unless alternative taxation of like 
magnitude is imposed in other direc- 
tions. But no alternatives are suggested 
in the address, nor is it easy to think of 
any that will be less onerous than the 
unsatisfactory features, so vigorously 
attacked by the Association, of business 
taxation as it is to-day. , 


—3. More Detailed Tax Reforms 
In addition to the address submitted to 
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the Chancellor of the Exchequer by the 
President of the Association of British 
Chambers of Commerce on_ broad 
issues of budgetary policy, the subject 
of the previous Professional Notes, the 
chairman of the Association’s Finance 
and Taxation Committee (Mr. Frank 
Bower, C.B.E.) has sent a list of more 
specific points to the chairman of the 
Board of Inland Revenue. The letter 
says that most of the points have been 
discussed on previous occasions and 
some may be mentioned in the forth- 
coming report of the first Millard 
Tucker Committee. We reproduce the 
list in full : 
Income tax and Sur-tax 
1. Balancing charges on the excess of the 
take-over price on nationalisation over 
the tax value of industrial buildings 
and machinery should not be made, 
but the transferee should adopt the tax 
value for annual allowances and 
eventual balancing charges or allow- 
ances on disposal by him. This should 
also extend to Profits Tax. 
. Where balancing charges cannot be 
avoided by reducing the tax value of 
expenditure on replacement, for exam- 


ple, on nationalisation, and the inclu- © 


sion of the charge as income of one 
year produces an abnormal peak which 
is subject to higher rates of tax or 
sur-tax, facility should be given to 
spread the charge over an average of 
years. 

. Where part of a business is taken over 
on nationalisation, the cessation pro- 
visions should be applied to the profits 
of that part, so as to avoid including 
those profits in the assessment for the 
following year. 

. Where compensating income from a 
nationalised business overlaps, owing 
to delays in settlement, with interest on 
the stock which is issued in payment 
for the business and the effect of the 
duplication is to increase the rate of 
income tax or sur-tax, relief should be 
given by reducing the rate on the 
excess income. 

. The penal nature of Section 26 of the 
Finance Act, 1950, should not be 
allowed to remain in the Statutes. It 
deals with payments made in considera- 
tion of restrictive covenants by employ- 


ees and, in addition to disallowing the - 


payment as a trading expense, treats 
the sum paid as a net sum from which 


tax has been deducted and charges 
sur-tax on the corresponding gross sum. 
Genuine covenants should be respected 
and so far as payments are really a 
form of remuneration for services, they 
should be treated as expenses of the 


payer and as income of the recip nt in 
the normal way. 


. Income tax post-war credits of de: cased 


persons should be paid out at ‘leath, 
and not postponed until the legatee 
attains the required age. 


. The holder of several appointrnents, 


the emoluments of which are cl 
able under Schedule E, should be per- 
mitted to deduct the expenses of 
travelling to all his other appointments 
except one selected by him as his main 
appointment. 


Profits Tax 


Franked investment income should be 
deducted from distributions to arrive at 
the net relevant distributions, instead 
of being spread proportionately over 
distributed and reserved profits. 


. Special distributions to shareholders 


which are effectively a reduction of 
capital employed and are made out of 
compensation receipts for nationalisa- 
tion should not be subject to the sup- 
plementary distribution charge. 


. All distributions on liquidation for the 


purpose of reconstruction or amalga- 
mation of companies should be exempt 
from the distribution charge where the 
capital of the resultant company is not 
less than the capital previously em- 
ployed in the reconstructed or merging 
companies. 


. For so long as Profits Tax continues, 


fixed Preference dividends should be 
treated as expenses in the same way as 
interest on debentures. 


. (a) the definition of controlling direc- 


tors of director-controlled com- 
panies should be narrowed by 
excluding directors who hold 
between 5 per cent. and 20 per 
cent. of the capital. 

the deductible remuneration of 
controlling directors should be 
increased to £2,500 per director 
or 15 per cent. of the profits with 
a maximum of £30,000 for the 
whole Board, whichever is tht 
greater. : 


Finances of Local Authorities 


Local authorities raised a total. o 
£878 million on revenue account during 
the financial year 1948-49. Of this 
amount £271 million came from rates, 
£14 million from electricity and trans 
port undertakings in lieu of rates 
£284 million from Government grant 
and £172 million from trading services 
and estates. 


Total expenditure on revenue accoullt 


amounted to £866 million, educatio 
costing £236 million. 
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On capital account, the total expen- 
diture was £329 million, of which 
housing took £244 million. 

A coniparison of local government 

nditure with previous years is made 
difficult by the changes in the responsi- 
bilities of the local authorities which 
became effective in 1948-49. It is clear, 
however, that those services which 
continued in the same form as previously 
cost more than in earlier years, mainly 
because of increased costs of labour and 
materials and the making up of war- 
time arrears. 


Company Registrations in 1950 


Last year 13,278 new companies were 
placed on the register in London 
(relating to England and Wales), some 
3 per cent. fewer than the total of 
13,755 companies registered in 1949. 
Registrations in 1950 were fewer than 
in any other post-war year, but the 
total of 13,278 compares with one of 
10,578 in 1939. The total nominal 
capital of last year’s companies was 
£67.8 million, a reduction of 11.4 per 
cent. on the 1949 total of £76.5 million. 
Few public companies have been 
created recently : only 26 were regis- 
tered last year. But the creation of new 
private companies continues above the 
pre-war level. In 1950 13,095 private 
companies were incorporated and their 
nominal capital was £66.5 million. _ 
The classification of the new com- 
panies into industrial groups shows that 
the pattern remains little changed 
during recent years. Food, shelter and 
clothing continue to attract the greatest 
activity in company formation, the 
largest industrial groups being food, 
with 10 per cent. of new companies-in 
1950 ; engineers, with 9.6 per cent. ; 
builders with 7.8 per cent. ; clothing 
with 7.8 per cent.; and lands and 
property with 6 per cent. ; 
_In recent years the advantages of 
incorporation under the Companies 
Act have been secured by a number of 
private partnerships, including firms of 
stock dealers and estate agents. In some 
such instances it is not desired, or is 
impermissible by the regulations of 
professional bodies, to limit the liability 
of the proprietors by the formation of a 
limite! company ; in consequence, a 
few unlimited companies have been 
registered. One of the three “ million- 


aire” companies formed in 1950 


R. Keith Yorston, 


(companies with a capital of £1 million 
or more) was unlimited, its capital 
being £1 million. There were numer- 
ous registrations last year, as in previous 
years, of societies, institutions and 
similar unincorporated bodies of a 
charitable, professional or like nature. 
Some of these, which are “ Associations 
not for profit,” received a licence from 
the Board of Trade to dispense with the 
word “ limited ” in their title. 

It is believed that a record for the 
minuteness of the nominal value of a 
share was established last year, when 
a company was registered with a 
capital of £100 divided into 12 million 
shares of 1/500th part of a penny each. 

For the information in this note we 
are indebted to Jordan and Sons, Ltd., 
Company Registration Agents, 116, 
Chancery Lane, London, W.C.2. 


Revaluation of Fixed Assets 


Our Australian correspondent, Mr. 
B.COM., F.C.A. 
(Australia), writes as follows : 

The decline in the value of the 
currency has caused many Australian 
companies to revalue their fixed assets, 
with the result that in some published 
financial statements the assets appear 
at a figure in excess of cost. Various 
ways have been adopted for dealing 
with the surplus available from the 
writing-up. 

One characteristic of Australian 
company finance over the past two or 
three years has been the large number 
of companies that have made either 
new share issues or bonus issues of 
shares, the bonus issues often resulting 
from the revaluation of fixed assets. 
Some companies have made a new 
issue of shares and a bonus issue 
simultaneously. 

Shareholders in Australian companies 
who do not possess a knowledge of the 
Dominion’s tax Statutes may have been 
mystified by the accounting procedure 
behind these various share issues. In a 
recent article in The Secretary of Aus- 
tralia, Mr. R. A. Irish succinctly 
explains the accounting necessary. He 
writes as follows: ‘‘ Some companies 
have found themselves with large 
reserves in the balance sheet which, 
because of our tax laws, could not be 
distributed to shareholders without 
causing them to pay income tax. In 
such cases it was not unusual to resort 
to a revaluation of assets to produce a 


reserve out of which bonus shares could 
be distributed on a tax-free basis. Here 
the curious result has been brought 
about that the company’s capital has 
been increased, without any additional 
cash contribution, and yet its general 
reserves have remained intact and 
available for future contingencies. In 
effect, unrealised secret reserves have 
been turned into capital, while tangible 
reserves built up from profits have 
retained the status of distributable 
income though they alone constituted 
real capital.” 

Mr. Irish concludes his article by 
suggesting that if assets are revalued, 
the surplus should be placed to an 
*‘ assets revaluation reserve’ and not 
necessarily be used to alter the capital 
structure of the company. As a balance 
sheet is an historical statement of 
stewardship, it may be queried whether 
it does not tend to lose its main purpose 
as such when assets are revalued and 
the capital structure of the company 
thereby altered. The present inflation 
in Australia, assisted by particularly 
buoyant export markets, has brought 
into the full view of the general public 
the limitations of accounting. All 
departures from the normal processes 
of accounting require careful considera- 
tion by company officials, followed by 
a complete explanation to the members 
of the company. 
~The proposed reintroduction in — 
Australia of the Capital Issues Control 
Board may possibly have some effect on 
the problem of the disposal of surpluses 
resulting from revaluation. 


Enemy Property 
Under an order made by the Board of 
Trade, the right to receive moneys on 
certain enemy property is vested in the 
Custodian of Enemy Property. The 
moneys in question are those payable 
in respect of securities and property 
under a will, settlement, trust, intestacy, 
contract or agreement and those pay- 
able in respect of securities already 
vested in the Custodian, including 
proceeds of redeemed securities, drawn 
bonds, and the like. (Moneys payable 
on property in the estates of deceased 
persons already vested in the Adminis- 
trator of German Enemy Property 
are, however, excluded.) 

The Order applies to the property of, 


and moneys becoming payable to, the 
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following: the German State; any 
resident of Germany ; any body con- 
stituted or incorporated under German 
law ; any body carrying on business 
anywhere, if controlled by any of the 
foregoing ; as respects any business 
carried on in Germany, any individual 
or body carrying on that business ; and 
individuals (other than British subjects 
and British protected persons) of 
German nationality resident in Japan, 
Bulgaria, Hungary, Rumania, Italy 
or Austria. 

The Order does not apply to property 
owned or money payable by reason of 
trade authorised under the Trading 
with the Enemy legislation or to 
property released or money repaid by a 
Custodian. 


Preparation of Memoranda and 
Articles of Association 
The Council of the Society of 
Incorporated Accountants has been 
in correspondence with the Law Society 


with reference to the preparation of — 


memoranda and articles of association 
for companies. The Council is advised 
that a member of the Society who 
prepared a memorandum of associa- 
tion and articles of association would 
not, by so doing, be infringing the law, 
but the Council is nevertheless of 
opinion that a member should not draft 
or settle the documents in final form, 
any suggestions he makes being with a 
view to assisting the legal advisers 
responsible for putting them into legal 
form. 


Accounting Research 

We welcome the decision of the 
Incorporated Accountants’ Research 
Committee to publish its journal, 
Accounting Research, quarterly, instead 
of half-yearly. The new number, the 
first issue of the second volume, will be 
followed by three further issues of that 
volume, in April, July and October. 
The change to a quarterly publication 
is an encouraging indication of the 
success achieved’ by this new venture 
among specialist publications. 

The current issue contains an article 
by Mr. John R. Lane examining the 
form and presentation of American 
reports and accounts (including the 
auditors’ report). He draws the con- 
clusion that British accountants could 
learn much from their American 
counterparts in the skilful and attrac- 
tive layout of published accounts. But 
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it is otherwise with the auditors’ report, 
which is of no higher standard, being 
distinguished from the British report 
mainly by its more general phraseology. 
This article is notable for the reproduc- 
tion from actual American reports and 
accounts of nine diagrams and ten 
specimen accounts, used by Mr. Lane 
to illustrate his text. 


Mr. H. C. Edey and Mr. A. T. 
Peacock contribute an article presenting 
the social accounts of the United 
Kingdom in ingenious accounting and 
diagrammatic form. This article will 
be particularly useful to the growing 
number of professional accountants 
who wish to understand the new 
methods of national accounting without 
having to depart from the techniques 
and conventions to which they are 
accustomed. 

In an article, “A Diagrammatic 
Representation of Standard Cost Vari- 
ances,” Mr. David Solomons shows 
how these variances can conveniently 
be expressed in simple diagrams, which 
are apparently capable of practical 
application, as well as being valuable 
for teaching purposes. : 

The recent report of the Committee 
on the Form of Government Accounts 
is the subject of two articles. One, by 
Mr. A. A. Garrett, gives the arguments 
and conclusions of the Committee and 
sets them within the framework of 
Government accounting procedures. 
The other, by Mr. W. B. Reddaway, 
critically analyses the Committee’s 
recommendations. Without being in 
any way destructive, ‘Mr. Reddaway 
finds numerous deficiencies in the 
Committee’s conclusions and lends 
support to at least a part of the criti- 
cisms of Government accounting put 
forward by most members of the 
acconntancy profession. 

Mr. Peter Wiles continues the debate 
on the replacement costs basis’ of 
depreciation but argues that this basis 
(and the discussion, too) may be 
reasonably confined to the taxation 
aspects. He urges forcibly that whether 
or not replacement costs should be 
adopted for general accounting pur- 
poses does not affect the case, which he 
supports by argument, that they should 
be used for tax computations. He does 
not shrink from the conclusion that “ if 
necessary separate books should be kept 
for income tax purposes.” 

A review-article by Mr. F. Sewell 


Bray is devoted to the latest publication 
of Mr. J. R. Hicks, The Trade Cycle, 
Mr. Bray reviews this important book 
mainly from the accountant’s point of 
view. 

There are also shorter contributions 
under the title of “‘ Communications” 
and book reviews. 

The subscription to Accounting 
Research is 25s. per volume of four issues 
(post free) or 7s.6d. per number 
(postage 4d. extra). Orders should be 
sent to the publishers, Cambridge 
University Press, Bentley House, 200, 
Euston Road, London, N.W.1, or to 
any bookseller. ' 


SHORTER NOTES 


Careers in Accountancy 

A revised edition of Accountancy and Cost 
Accountancy, a booklet published by the 
Ministry of Labour in the series “‘ Careers 
for Men and Women,” is now on sale 
(H.M. Stationery Office, price 4d. net). 
Introductory remarks on the scope of 
accountants’ work are followed by par- 
ticulars on training and methods of entry 
into the main professional bodies. Informa- 
tion is also given about opportunities for 
employment. 


Association of Scottish Chartered 
Accountants in London 


The report of this Association, presented at 
its annual general meeting last month, 
stated that the number of members was 560. 
The committee was carefully considering 
the effect upon the Association of the 
amalgamation of the three bodies of 
Scottish Chartered Accountants, which it is 
expected will be carried into effect by a 
supplementary Royal Charter some time 
after May of this year. 


The Price Ceiling in U.S.A. 
The recent General Ceiling’ Price Regula- 
tion in the U.S.A. is a “ freezing ” order 
applying to the prices of imported as well as 
domestic goods. The highest prices charged 
by a seller during the period December 19, 
1950, to January 25, 1951, become his 
ceiling prices for subsequent sales. Certain 
importers, however, may pass on price 
increases for imported goods received after 
January 26, 1951, pursuant to contracts 
entered into on or before that date, though 
once deliveries on existing contracts art 
disposed of the ceiling price reverts to the 
base level. Exporters to the U.S.A. should 
refer to their representatives there before 
making any increase in price not covered 
in a contract dated on or before January %, 
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FORMERLY THE INCORPORATED ACCOUNTANTS’ JOURNAL ESTABLISHED 1889 


The Annual Subscription to ACCOUNTANCY is 17s. 6d., which includes postage to 
all parts of the world. The price of a single copy is 1s. 6d., postage extra. All 


communications to be addressed to the Editor, 


Incorporated Accountants’ Hall, 


Temple Place, Victoria Embankment, London, W.C.2. 


Tax Concessions 


THE LIST OF TAX “‘ CONCESSIONS” OF 
general application, so long asked ee 
and so long denied us, has at last been 
made available. It was published in 
the Report of the Commissioners of 
Inland Revenue for the year ended 
March 31, 1950, and (with the per- 
mission of the Controller of H.M. 
Stationery Office) was reproduced in 
our February issue (pages 61-65). 

It will be remembered that the 
Inland Revenue made public during 
the late war a list of war-time con- 
cessions, but hitherto knowledge of the 
more general ones has had to be gleaned 
from experience or books or journals. 
This was an unsatisfactory state of 
things, for any taxpayer and _ his 
adviser is in justice entitled to know the 
circumstances in which he can obtain 
the more favourable tax treatment 
accorded to other taxpayers similarly 
placed. 

As usual, a caveat is inserted by the 
Inland Revenue that special circum- 
stances may have to be taken into 
account in a particular case, but this is 
entirely reasonable. 

What is a “ concession”? It is an 
application of some relief which the 
Commissioners regard as not exactly 
covered by the Statutes. The use of the 
word is well understood, but is none 
the less odd ; it implies that the master 
is appeasing the servant! Some writers 
have used the word “ concession” to 
include new reliefs given by Statute. 
That is wrong. There can be no con- 
cession in a Statutory provision; a 
concession is outside the Statute and 
alleviates its application. 

Some of the concessions are of little 
general application ; on the other hand, 
the list is not necessarily exhaustive. In 
any case, it is stated to be up to 
December 31, 1949, but additions to 
and deletions from the list will be noted 
annually in future Reports of the 


Specimen concessions in income tax 
that may settle some doubts are: 

No. 7.—Where the Osler v. Hall 
position arises, i.e., there are two 
successive changes of partnership in 
respect of only the second of which the 
discontinuance option is exercised, 
an increased assessment in the “ pen- 
ultimate” year can only affect the 
partnership claiming cessation. The 
concession is that the additional 
liability of a partner who was carrying 
on for an earlier part of the year than 
that to which the additional assessment 
extends is restricted so that his liability 
for the year does not exceed the higher 
of his share of actual profits of the year, 
or his share for the whole year of the 
original assessment. 

No. 8.—Taxpayers who change from 
a “renewals” to a “wear and tear” 
basis are permitted to claim capital 
allowances on the expenditure which 
has been the subject of the renewals 
claim. (It is thought that this is strictly 
a concession only to the extent that the 
cost of the renewal exceeds the cost of 
the asset replaced, as a_ balancing 
allowance would give relief on the 
latter figure.) 

No. 9.—Balancing allowances are 
given in respect of stolen machinery or 
plant. 

No. 18 (c).—A whole-time service 
director whose emoluments (including 
benefits) do not exceed £2,000 is 
regarded as an employee for the purpose 
of the provisions regarding provision of 
living accommodation under Part IV, 
Finance Act, 1948. 

No. 22.—Sums accumulated under 
an irrevocable settlement of capital 
contingently on the child attaining 21 
or marrying and which are handed to 
the child on the happening of that 
contingency are not treated as caught 
by the provision that the child was an 


infant and unmarried at the beginning 


of the year of assessment. 


No. 23.—Where interest is paid in a 
later year than the due year, an allow- 
ance is made in applying General Rule 
21 for the amount that would have 
been covered by General Rule 19 if 
the interest had been paid when due. 

Nos. 24 to 28 dealing with double 
taxation should be noted by those 
interested. 

In estate duty assessments, two 
concessions in particular need to be 
noted by the practising accountant: 

No. 1.—A reasonable deduction for 
mourning for the family and servants is 
allowed as a deduction. 

No. 8.—A house owned and occupied 
by the deceased, where a near relative 
who has lived with him continues to live 
in it and has no other place of residence, 
is valued at the “ sitting tenant ” value, 
subject to review if sold within about 
two years. If it is so sold, but the pro- 
ceeds are used to buy a replacement, 
duty will be charged where the proceeds 
are not all spent, the charge being on 
the proceeds of the first house less the 
amount of the price of the second that is 
attributable to the premium for vacant 
possession. 

For Profits Tax, an important con- 
cession is to the effect that where a 
company is director-controlled for part 
only of a chargeable accounting period, 
any disallowance of director’s re- 
muneration is restricted to so much of 
the excess.remuneration for the full 
period as bears the same proportion to 
the whole amount of the excess as the 
period of control bears to the full 
period. 

The accountancy profession will 
extend its thanks to the Inland Revenue 
for the publication of this list of tax 
concessions, just as it welcomed the 
appearance of the extremely se 
written and informative ‘“ Notes ” 
specific tax topics which, with com- 
mendable _ enterprise, the Inland 
Revenue issued for the general public 
(including the accounting practitioner 
and student) during the last year or 
two. But, for our part, we are never 
satisfied! We would now ask for some 
enlightenment and edification on the 
instructions issued by the Inland 
Revenue to Inspectors of Taxes on the 
subject of interpretation. Is it too much 
to ask that some information about 
these instructions should be made 
generally available—perhaps in another 
issue of “‘ Notes ” ? 
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Payment for Agricultural Repairs from Trust Capital 


Since the Agriculture Act, 1947, imposed a high standard of estate management on rural landowners, many tenants for life of setiled 
land have found that they cannot maintain their properties out of income. This article, after discussing the general state of the law on this question 
up to last November, then reviews the High Court decision in that month in the case of In re Duke of Northumberland, decd., which 
authorises the application of capital moneys under the Settled Land Act, 1925, to meet the cost of repairs to agricultural buildings. A 


final section of the article is concerned with the taxation position. 


[CONTRIBUTED] 


IT WAS FOR LONG A BASIC PRINCIPLE THAT IN THE CASE 
of settled land, trustees were concerned with capital and a 
tenant for life with income. Trustees met the cost of 
additions and improvements ; a tenant for life met the cost 
of repairs and maintenance. This line of demarcation 
between capital and revenue was well established and, 
unless a settlement provided otherwise, any application of 
capital moneys on expenditure of a revenue nature con- 
stituted a breach of trust. 


LONG-TERM IMPROVEMENTS 


Under the Settled Land Act, 1925, the capital of a trust 
was particularly sacrosanct. The application of capital 
moneys even for improvements was prohibited unless the 
expenditure fell within clearly defined limits and was 
supported by a certificate from a qualified surveyor on its 
capital value to the trust. 

‘To understand the restrictions on the use of capital where 
settled land is involved, it is necessary to review Section 83 
of the Settled Land Act, 1925. The Section defines the 
improvements authorised by the Act, and permits the 
expenditure of capital on any of the works specified in the 
Third Schedule to the Act. That schedule is divided into 
three parts. Part I covers improvements the cost of which 
is not liable to be replaced by instalments out of the income 
of the settlement ; Part II, improvements the cost of which 
the trustees of the settlement or the Court may require to be 
replaced by instalments; and Part III, improvements the 
cost of which the trustees of the settlement or the Court 
must require to be replaced by instalments. 

The expenditure authorised under Part I comprises long- 
term improvements which will maintain their value, and 
thus represent a sound investment. There are twenty-five 
items, including expenditure on farm roads, cottages for 
farm workers, farmhouses, water supplies and drainage. 
There is nothing in Part I of a temporary or revenue nature, 
and any expenditure on work likely to have a short life (as, 
for example, electric wiring) is found in Part III of the 
Third Schedule. In such cases, although the trustees may 


pay the cost initially, the tenant for life must, by Statute, 


repay the expenditure by instalments. 
Work of a semi-permanent nature, such as the restoration 


&6 


or reconstruction of buildings damaged or destroyed by 
dry-rot, is classified under Part II, and the tenant for life 
may or may not be required to replace the cost according 
to the circumstances of any particular case. 

The authority to apply capital was, nevertheless, quite 
clear: it was only the cost of long-term, permanent 
improvements that was allowed to fall fully on the trust 
funds. 


** 4 CHARTER FOR AGRICULTURE ” 


This orthodox division of capital and income has been 
drastically altered by the Agriculture Act, 1947, and the 
Agricultural Holdings Act, 1948. Together, these two Acts 
provide a new charter for agriculture. They contain many 
fresh provisions affecting the relationship of landlord and 
tenant, and, in particular, impose a strict standard of good 
estate management upon the landlord. According to 
Section 12 of the Agriculture Act, 1947: 


Where the Minister of Agriculture and Fisheries is satisfied 
that the owner of agricultural land is not fulfilling his responsi- 
bilities to manage the land in accordance with the rules of good 
estate management, the Minister . . . may by order place the 
owner under the Minister’s supervision so far as relates to 
the management of his land. 


Section 14 empowers the Minister to go beyond super- 
vision, and to give the owner “such directions as thé 
Minister is satisfied are required ” to ensure that the rules 
of good estate management are observed. Section 16 gives 
the Minister power to acquire the land compulsorily if 
the management of the land does not show satisfactory 
improvement. 

This increased financial burden upon landowners has 
put tenants for life of settled land in a difficult position. 
Owing to the impossibility of carrying out adequate repairs 
during the last war, a good deal of maintenance work 
had to be deferred. In many cases, the deferred repairs 
will have to be carried out if the agricultural property 
is to be brought up to the standard required by the Ministry 
of Agriculture. 

How was a tenant for life relying solely on income to 
find the money to execute this and other work demanded of 
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him under the new rules of “ good estate management ” ? 
The owner of a freehold might encroach on capital if his 
income were insufficient. But the tenant for life could have 
recourse to trust funds only if the work fell within the 
improvements authorised by Part I of the Third Schedule 
of the Settled Land Act, 1925. 


AGRICULTURAL HOLDINGS ACT, 1948 
Thus it has come about that the scope of the improve- 
ments authorised by the Settled Land Act has been con- 
siderably widened. Anomalous as it may seem, Part I of 
the Third Schedule has been amended to include not only 


the long-term improvements referred to above, but repairs” 


to agricultural buildings. This addition is permitted by 


Section 81 (1) of the Agricultural Holdings Act, 1948, 


which provides that: 


Where under powers conferred by the Settled Land Act, 1925, 
or the Law of Property Act, 1925, capital money is applied in or 
about the execution of any improvement specified in the Third 
Schedule to this Act, no provision shall be made for requiring 
the money or any part thereof to be replaced out of income, and 
accordingly any such improvement shall be deemed to be an 
improvement authorised by Part I of the Third Schedule to 
the Settled Land Act, 1925. 


Included among the twenty-four new “‘ improvements ” 
which this Section authorises to be added to Part I of the 
Settled Land Act’s Third Schedule is the following item: 


Repairs to fixed equipment, being equipment reasonably 
required for the proper farming of the holding, other than 
repairs which the tenant is under an obligation to carry out. 


The definition of “ fixed equipment” includes ‘“ any 
building or structure affixed to land.” Repairs to farm 
buildings are thus among those items to be regarded as 
improvements chargeable to capital, and in respect of 
which the tenant for life is required to make no contribution 
out of income. 


Until recently, however, this change in the authorised 
improvements was regarded as ambiguous by many land- 
owners and their advisers. Whilst it was admitted that the 
Agricultural Holdings Act, 1948, regulated the relationship 
between landlords and tenants, it was difficult to see how 
it could affect the position of trustees and tenants for life 
under the Settled Land Act. What might be an effective 
alteration in the method of arriving at the compensation 
payable by a landlord to his tenant on the termination of an 
agricultural tenancy, did not seem necessarily to alter the 
established interpretation of “‘ improvements” so far as 
trust capital was concerned. 


IN RE DUKE OF NORTHUMBERLAND, DECD. 


This doubt has now been removed by a decision of Mr. 
Justice Vaisey in the Chancery Division on November 23, 
1950. The facts of the case were briefly as follows. The 
Dowager Duchess of Northumberland was tenant for life of 
the Albury estate in Surrey, a property settled by the will 
of the seventh Duke of Northumberland, and comprising 
farms and market gardens let to tenants, as well as a number 
of cottages occupied by workmen employed on the estate. 
Between January 1, 1945, and March 1, 1948, the cost of 


estate repairs had exceeded the trust income, so that the 
Dowager Duchess of Northumberland had, in fact, received 
no net income from the settled estates. The trustees were 
asked to recoup the tenant for life for the expenditure she 
had incurred on estate repairs. 

The Court had to consider whether by virtue of the Settled 
Land Act, 1925, the Agriculture Act, 1947, and the 
Agricultural Holdings Act, 1948, the trustees were entitled 
to apply capital moneys in repayment of expenditure by the 
tenant for life during the years 1945 to 1948 on repairs to 
agricultural property. The summons also raised the question 
whether any such application of capital could apply to 
repairs both to properties that were let to tenants, and to 
properties retained “ in hand.” 

Commenting on the ambiguity created by the Agri- 
cultural Holdings Act, 1948, Mr. Justice Vaisey said, in 
giving his judgment, that there had been a very inappro- 
priate and inconvenient use of “ referential legislation.” 
The Settled Land Act, 1925, concerned settled land and the 
rights and obligations of persons having rights and interests 
in it. The Agricultural Holdings Acts, 1948, and the 
Agriculture Act, 1947, concerned particularly the rights 
and obligations of landlords and tenants of agricultural 
holdings. It would have been better, His Lordship sug- 
gested, if such very different subject matters had been kept 
separate. 

The decision in this case was, nevertheless, as follows: 

(1) The trustees were entitled to apply capital moneys in 
payment of any money expended or to be expended and 
costs incurred or to be incurred by the tenant for life in or 
about the execution on or after January 1, 1945, of repairs 
specified in paragraph 23 of Part II of the Third Schedule 
to the Agricultural Holdings Act, 1948, (“‘ repairs to fixed 
equipment, being equipment reasonably required for the 
proper farming of the holding, other than repairs which the 
tenant is under an obligation to carry out ”’). 

(2) The trustees were entitled to apply capital moneys 
in that manner irrespective of whether or not the agri- 
cultural property was comprised in a contract of tenancy. 

(3) Although the trustees were bound to comply with the 
directions of the tenant for life as regards any such applica- 
tion of the trust funds, they must not accept her direction 
blindly or be absolved from the duty of ascertaining that 
the mode of application was within the Settled Land Act, 
1925—a matter on which they could, in a case of doubt, 
have recourse to professional advice. 

The effect of this decision is far-reaching. It would seem 
that a tenant for life of an agricultural estate can have the 
costs of repairs and maintenance paid from capital, while 
he enjoys the whole of the rents and other income. 


TAX RELIEFS 
The income tax position is even more anomalous. It has 
long been the practice of the Inland Revenue to grant 
a tenant for life maintenance relief (under Rule 8, No. V of 
Schedule A) and capital expenditure relief (under Section 
33, Income Tax Act, 1945) even though the relevant 
expenditure has been borne by the trustees of a settlement. 
Hitherto, the contributions from trust capital have been 
confined to improvements. Now, in view of the Worthumber- 
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land case, the application of capital will extend to repairs. 
Is the tenant for life to have the benefit not only of the gross 
rents but of income tax and sur-tax relief on expenditure 


he has not himself incurred ? 


The answer probably lies in the new conception of the 
life tenant’s right to have access to capital. It was no doubt 
the intention of the legislature that he should have his 
spendable income increased. Otherwise his obligations to 


_his farm tenants under the Agriculture Act, 1947, and the 
Agricultural Holdings Act, 1948, could not be met; and 
the new ideals of good estate management would fail for the 


want of funds to carry them out. 


Negligence of Accountants and 
Auditors 


By T. J. SOPHIAN, Barrister-at-Law 


AN ATTEMPT TO HAVE THE COURT OF 
Appeal make accountants liable to 
third persons for breach of duty, 
although no contractual relationship 
existed between them, proved un- 
successful in a recent unreported case 
(see The Times of January 27, 1951). 

The Court found in this case that 
accountants had prepared the accounts 
of a company carelessly, so that they 
were defective and deficient. An 
employee of the accountants had 
produced these accounts to the plaintiff 
who, on the strength of them, had 
invested money in the company. . The 
company turned out to be unsuccessful 
and the plaintiff lost his money. It was 
held that the accountants were not 
liable to the plaintiff. 

If the plaintiff had succeeded, it 
would have greatly extended the prin- 
‘ciple of the outstanding case Donoghue 
v. Stevenson (1932, A.C. 562). The 
circumstances of that case are as 
remote as they possibly can be from the 
circumstances usually arising between 
accountants and members of the public, 
yet it was arguable that the principle 
underlying the decision in Donoghue v. 
Stevenson is one which might govern the 
relationship between professional per- 
sons, such as accountants, and third 
persons with whom they are in no 
contractual relationship. Presumably 
the grounds for any such extension of 
the principle would be that reliance is 


placed on accounts prepared and passed 


by auditors and accountants by third 
88 


persons who may not have the oppor- 
tunity of examining the accuracy of 
the accounts. 


Who is My Neighbour ? 


The principle of Donoghue v. Stevenson 
was thus expressed by Lord Atkin 
(1932, A.C., at page 580) : 


In English Law there must be and is 
some general conception of relations 
giving rise to a duty of care... the 
liability for negligence is no doubt based 
upon a general public sentiment of moral 
wrongdoing for which the offender must 
pay, but acts or omissions are not of a 
moral code, censure cannot in a practical 
world be treated so as to give a right to 
every person injured by them to demand 
relief . . . the rule that you are to love 
your neighbour becomes in law . . . you 
must not injure your neighbour; and 
the lawyer’s question, Who is my neigh- 
bour ? receives a restricted reply. You 
must take reasonable care to avoid acts 
or omissions which you can reasonably 
foresee which would be likely to injure 
your neighbour. Who then in law is my 
neighbour? The answer seems to be 
—-persons who are so closely and directly 
affected by my act, that I ought reason- 
ably to have them in contemplation as 
being so affected that I am directing my 
mind to the acts or omissions which are 
called in question. 


Some Earlier Decisions 
It may be useful to examine some of 
the decisions given on the question of 
the liability of accountants. The 
general principle of law affecting every 


Already, landowners who are tenants for life of settled 
land are taking advantage of this decision. For many of 
them it prevents prolonged financial embarrassment and, 
possibly, bankruptcy. 


‘ 


person who exercises a profession is that 
he impliedly warrants that he possesses 
the amount of skill, ability and experi- 
ence which the exercise of his profession 
demands, and if he does not possess or 
if he fails to use such skill, ability or 
experience, then he will be liable to 
such persons towards whom he is under 
a duty. 

In the case of re Kingston Cotton Mill 
Company, No. 2 (1896, 2 Chancery, 279) 
balance sheets signed by auditors were 
published by the directors to the share- 
holders. The value of the company’s 
stock-in-trade at the end of each year 
had been grossly overstated. The 
auditor had relied on certificates 
which were wilfully false, given by a 
director and manager of the company, 
as to the value of such stock. Had the 
true position been recorded in the 
accounts, there would have been no 
profits for the payment of dividends, 
and had the auditor compared the 
different books and added to the stock- 
in-trade at the beginning of the year 
the amounts purchased during the year 
and deducted the amounts sold, he 
would have observed that the statement 
as to the stock-in-trade was so large as 
to call for an explanation. The Court 
of Appeal held, however, that it was no 
part of the duty of auditors to take stock 
and that they were justified in relying 
on the certificate of persons of know- 
ledge, competence and reputation. An 
auditor in their view was not bound to 
be suspicious where there were no 
circumstances arousing suspicion : he 
was only bound to exercise a reasonable 
amount of care and skill. 

In Mead v. Ball Baker & Co. (1911, 28 
T.L.R. 81) the plaintiff employed an 
accountant to examine the accounts of 
a business so that he could determine 
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whether to make any further advances. 
The accountants were furnished with a 
balance sheet and with stock sheets for 
each department of the business. They 
contained many items and in addition 
there were certain lump sum entries. 
The Court considered that although it 
was not the duty of the accountants to 
take stock, it might be their duty to call 
for an explanation of particular items. 
The suggested errors in the accounts 
did not amount to more than an over- 
valuation of the stock by three per cent. 
In the view of the Court there was 
nothing in such a discovery to involve 
fraud, and the discovery of inaccuracies 
was very different from the discovery 
of a scheme of fraud. In the circum- 
stances, moreover, even on the assump- 
tion that there had been negligence, no 
proof had been given that the plaintiff 
had thereby been induced to make an 
investment, and it was held he was not 
entitled to recover damages. 

In Fox & Sons v. Morrish Grant & Com- 
pany (1918, 35 T.L.R. 126), it was held 
that where an accountant is employed 
to check books of accounts and where 
there is no arrangement that he need 
not verify the correctness of the cash 
and the bank balances in the books, he 
would commit a breach of duty if he 
checked the books without such veri- 
fication and without informing his 
clients of the omission to do so. 


As regards the duties of auditors in 
general, one cannot perhaps do better 
than refer to the judgment of Lindley, 
L.J., in re London and General Bank No. 2 
(1895, 2 Chancery, at page 62)—a 
judgment which was referred to with 
approval in the City Equitable case (see 
1925, 1 Chancery, at pages 480 and 
481) : 


It is no part of an auditor’s duty to 
give advice, either to directors or share- 
holders, as to what they ought to do. An 
auditor has nothing to do with the 
prudence or imprudence of making loans 
with or without security. It is nothing to 
him whether the business of a company 
is being conducted prudently or impru- 
prudently, profitably or unprofitably. It 
is nothing to him whether dividends are 
properly or improperly declared, pro- 
vided he discharges his own duty to the 

reholders. His business is to ascertain 
and state the true financial position of 
the company at the time of the audit, and 
his duty is confined to that. But then 
comes the question, how is he to ascertain 
thai position? The answer is, by 


examining the books of the company. 
But he‘does not discharge his duty by 
doing this without inquiry and without 
taking any trouble to see that the books 
themselves show the company’s true 
position. He must take reasonable care 
to ascertain that they do so. Unless he 
does this his audit would be worse than 
an idle farce. Assuming the books to be 
so kept as to show the true position of a 
company, the auditor has to frame a 
balance sheet showing that position 
according to the books and to certify 
that the balance sheet presented is 
correct in that sense. But his first duty is 
to examine the books, not merely for the 
purpose of ascertaining what they do 
show, but also for the purpose of satisfying 
himself that they show the true financial 
position of the company. This is quite in 
accordance with the decision of Stirling, 
J-, in Leeds Estate, Building and Investment 
Co. v. Shepherd. An auditor, however, is 
not bound to do more than exercise 
reasonable care and skill in making 
inquiries and investigations. He is not 
an insurer ; he does not guarantee that 
the books do correctly show the true 
position of the company’s affairs; he 
does not even guarantee that his balance 
sheet is accurate according to the books 
of the company. If he did, he would be 
responsible for error on his part, even if 
he were himself deceived without any 
want of reasonable care on his part, say, 
by the fraudulent concealment of a book 
from him. His obligation is not so 
onerous as this. Such I take to be the 
duty of the auditor ; he must be honest 
—i.e., he must not certify what he does 
not believe to be true, and he must take 
reasonable care and skill before he 
believes that what he certifies is true. 


Terms of Engagement 
In the City Equitable case the Court of 
Appeal laid down these further impor- 
tant principles. The measure of an 
auditor’s responsibility depends upon 
the terms of his engagement. If there 
is a special contract, then that contract 
would govern the position. The articles, 
however, had to be looked at if there 
was no special contract, since the 
auditors would have taken their duties 
in such a case upon the terms set out 
in the articles. But no agreement or 
article of association could remove an 
imperative or statutory duty imposed 
on auditors. The auditor should not be 
content with a certificate that securities 
are in possession of a_ particular 
company, firm or person unless the 
company, firm or person is trustworthy 
or—as is sometimes put—respectable, 


and further is one that in the ordinary 
course of business keeps securities for 
its customers. In all these cases the 
auditor must use his judgment. 

In the City Equitable case, article 150 
of the company’s articles absolved, 
among others, the auditors in respect 
of loss or damage unless the same should 
happen by or through their own wilful 
neglect or default. Such clauses, however, 
were affected by, inter alia, Section 152 
of the Companies Act, 1929, which has 
now been replaced by Section 205 of 
the Companies Act, 1948. The pro- 
vision in the 1929 Act was an entirely 
new one. The object of these provisions 
is to nullify articles which exempt 
directors and officers and auditors of 
the company from liability for loss not 
due to their wilful neglect or default, as in 
the City Equitable case, and also 
articles which are more widely drawn 
—see re Brazilian Rubber Plantation 
Estates (1911, 1 Chancery 425)—which 
exempt them from liability except in the 
case of actual dishonesty. 


Letter to the Editor 


Double Taxation Relief 


Sir,—Upon studying the interesting Tax- 
ation Note on page 57 of your current issue, 
I venture to suggest that there is a small slip, 


‘towards the end, in arriving at the rate of 


foreign tax in respect of the dividend from 
F Company. 

The dividend declared is stated as £400, 
on which withholding tax has been paid 
amounting to £60, i.c., at 15 per cent, 
The indirect tax is 32$ per cent., which, 
of course, has been effectively deducted in 
arriving at the dividend declared amounting 
to £400. It follows, therefore, that while the 
indirect tax of 32} per cent. has been borne 
on the ultimate gross dividend, yet the 
withholding tax has been charged only 
on the intermediate figure of £400. 

I suggest, therefore, that the correct 
rate of foreign tax is 32} per cent. plus 
674 per cent. of 15 per cent., i.e., 8s. 6.gd. 
in the pound. Since this is less than the 
United Kingdom rate of 8s. 7.45d., it seems 
to follow that the dividend should be 
grossed at the foreign rate and that the 
credit will be limited to the foreign tax. 


[We are grateful to the writer of this letter for 
drawing attention to a slip in the calculation.— 


Editor, AccounTANcy.] 
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Notes from Across the Atlantic 


By CECIL A. ELLIS, a.s.a.a., c.a. (Canada) 


Capitalisation of Surplus 


CANADIAN LAWYERS AND ACCOUNTANTS 
are having many consultations with 
those of their clients who desire to avail 
themselves of rights conferred in the 
Income Tax Act of 1950 regarding 
capitalisation of surplus. 

Part 1A, Section 95a, of the Act 
permits capitalisation of undistributed 
surplus, upon payment of only 15 per 
cent. tax, by: 

(a) Private companies ; 

(6) other companies having less than 

seventy-five shareholders ; 

(c) companies which have become 

* controlled” since May 10, 1950, 
by owners with whom dealings are 
not at “ arm’s length.” 

If utilised, the arrangement provides 
that the relatively small 15 per cent. tax 
shall be paid upon undistributed surplus 
at the close of 1949, less any portion that 
may have been taxed under Part 
XVIII of the Income War Tax Act, 
and the portion (if any) that dating 
from before 1917 was not taxable. 

If the surplus so capitalised is dis- 
tributed in cash, the recipients will each 
be liable for personal income tax upon 
the amount received. However, means 
are provided by which distribution may 
be made tax free by way of stock 
dividend out of the capitalised surplus. 
This concession is widely appreciated 
in Canada, and the somewhat lengthy 
text of the relevant Section 954 would 
make interesting reading to all those 
having connections with Canadian 
_ business, as well as to students of 
taxation. 


Inventory Values 


The Dominion Association of Char- 
tered Accountants has recently issued 
an important Research Bulletin (No. 5) 
concerning means by which “ cost ” of 
inventories may be determined. 

After explaining the “‘ Specific Cost,” 
the “‘ Average Price,” “ First-In-First- 
Out” (FIFO), and the “ Last-In- 
First-Out ” (LIFO) methods for deriv- 
ing costs of inventories, the Bulletin 
recommends : 94 

(1) that the method selected should be 

one which matches costs against 


go 


revenue, regardless of whether or not 
the method corresponds to the 
physical flow of goods ; and that if 
selling prices vary concurrently with 
prices of raw materials, LIFO may 
be appropriate for costing even 
though FIFO is used for physical 
stock-keeping ; 

that if in calculating the cost of 
inventory, a determining method has 
been used which differs materially 
from what would have been used (as 
frequently happens when LIFO is 
employed), the method used should 
be disclosed in financial statements ; 
that where a change in the method of 
determining inventory costs has a 
material effect upon the profit and 
loss statement and the balance sheet, 
full disclosure of the change should 
be made. 

The Bulletin clearly recognises the 
ever-growing importance of inventory 
values and the now well-recognised fact 
that “costs” can be derived by 
application of any of several methods, 
capable of producing results which 
vary widely but are equally valid in 
their particular context. 


Canadian Annual Meeting 
At Charlottetown, Prince Edward 
Island, the Dominion Association of 
Chartered Accountants held its forty- 
eighth annual meeting last August. 
Some of the papers are reproduced in 
The Canadian Chartered Accountant for 
December, 1950. They are entitled 
* Problems of Small Practitioners,” by 
J. H. Stewart, c.p.a. (Past-President of 
the American Institute of Accountants) ; 
** Small Business and its Tax Problems,” 


‘by J. R. Petrie, px.p., of the University 


of New Brunswick ; and ‘‘ What is an 
Audit ? ” by P. F. Seymour, c.a. (Past- 
Chairman of the Dominion Associa- 
tion’s Committee on Education). 

In his contribution Mr. Stewart dis- 
cussed ways and means by which 
accountants start practising in the 
United States; the problems which 
they encounter and the solutions they 
find. Mr. Petrie, in his turn, discussed 
the rdle, the efficiency and other 
characteristics of small businesses, as 
well as some of the problems en- 
countered by them ; in the latter part 


of his address he dealt construc. ively 
with the various aspects of taxation as 
they concern small businesses. 


Mr. P. F. Seymour, in his adress, 
contributed usefully to an unders.and. 
ing of the purpose and the scope of an 
audit, and of the various types of 
examinations which sometimes are 
classed as audits, and sometimes are 
distinguished from audits. 

Each paper merits fuller considera. 
tion than is possible within the limita. 
tions of these notes. Collectively they 
make the December, 1950, issue of 
The Canadian Chartered Accountant especi- 
ally informative. 


Government Agencies and 
Accounting Principles 


Parallel with more nationalisation on 
the Eastern board of the Atlantic, on 
the Western side there is a growth in 
the control and regulation of industry 
by Government agencies. Recent 
articles in The Journal of Accountancy 
(New York) have called attention to 
this development and the effect upon 
accounting. 

The issue of the journal for Septem- 
ber, 1950, contains observations on this 
subject by Mr. Stanley E. Shirk, c.p.a., 
under the question: “Is there more 
than one Set of Generally Accepted 
Accounting Principles?” In_ the 
November, 1950, issue Mr. Percival F. 
Brundage, c.P.A., discusses “‘ The Influ- 
ence of Government Regulation in 
Development of To-day’s Accounting 
Practices.” In the same issue Mr. 
Samuel J. Broad, c.p.a., contributed 
his views in an article entitled “ The 
Need for Continuing Changes in 
Accounting Principles and Practices.” 

In its own way, each discussion con- 
tributes helpfully to a subject which 
calls increasingly for attention. Armed 
with much greater authority than any 
body of professional accountants, 
Government agencies are enabled, 
should they so desire, to formulate and 
to:enforce application of accounting 
principles which may be at variance 
with those accepted by professional 
bodies. While in practice and so far 
the variations may not have been great, 
they may well have been sufficient, 
considering the huge monetary values 
which come under the jurisdiction of 
the Government agencies, to have 
had far-reaching effects in conferring 
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undeserved benefits or doing unintended 
injustices. 

After pointing to the dangers of 
unresolved variance between the views 
of accounting bodies and of Govern- 
ment agencies, Mr. Shirk helpfully 
sugzests that permanent contact could 
be made between the various parties 
concerned, and that all potential 


differences of views should be ironed 
out before they take practical form. 

Mr. Brundage, in his contribution, 
echoes much of what Mr. Shirk 
expressed ; and he supplies some 
interesting information concerning the 
attitude of various regulatory bodies in 
the United States in respect of account- 
ing matters. 


Mr. Broad concerns himself largely 
with the activities of the Securities and 
Exchange Commission in relation to 
accounting procedures. After com- 
menting upon a steady improvement 
in the preparation of annual reports, 
he discusses aspects of the relation of 
accounting to the requirements of that 
powerful Commission. 


The Study of Balance Sheets—II” 


Capital and Revenue Reserves 


THE POSITION HAS BECOME EVEN MORE 
obscure since the 1948 Act forced us to 
split reserves into capital reserves and 
revenue reserves, giving us the following 
by way of definition : 
The expression “ capital reserve ” 
shall not include any amount regarded 
as free for distribution through the 
profit and loss account, and the ex- 
pression “‘ revenue reserve” shall 
mean any reserve other than a 
capital reserve.® 
We are now wondering what “ not 
free for distribution through the profit 
and loss account”? means. Booklets 
published by the Institute of Chartered 
Accountants in England and Wales! 
and by the Joint Committee of Councils 
of Chartered Accountants of Scotland™ 
discuss the issue and elaborate it 
somewhat, but end by stating (very 
properly) that the decision must in each 
case depend-on the views and judgment 
of those responsible, i.e., the directors 


a 


* The first part of this article appeared in 
our 'ebruary issue, pages 46-53. 

* Righth Schedule, 27 (1) (c). 

© The Companies’ Act, 1947, pp. 51-2. 

" Memorandum on the Companies Act, (1948), 


PP. 11-12, 


By W. T. BAXTER 
Professor of Accounting, University of London 


and auditors. A wide range of items 
might be regarded as capital reserves : 


(a) We can be reasonably sure of a 
minimum meaning: not legally 
‘free because of some explicit rule 
in a statute or the company’s own 
articles. Thus the Act itself forbids 
the distribution of premiums on 
shares. 


Certain types of receipts may 
reasonably be earmarked as 
“capital” in the sense that their 
distribution would mean the share- 
holder was in effect getting back 
his original contribution. Thus, 
when the company buys up another 
business, any profit that the latter 
has already earned at purchase 
date is no increase in the buyer’s 
wealth ; again, profit accrued 
when shares are bought in a sub- 
sidiary is presumably also allowed 
for in the purchase price. 


Gains on sale of fixed assets may be 
deemed “ capital.” But the case 
law on the subject is notoriously 
elastic, the courts being reluctant 
to interfere with the honest judg- 
ments of business men. Apart from 
the hazards of case law there seem 


in general no very good reasons 


why such gains should not be 
divided. 
In (a), (6) and (c) a reserve was 
labelled by virtue of its origin. But 
** not regarded as free ” might also 
imply consideration of the purpose 
for which the reserve is retained. 
Once this view is granted, the 
labelling of reserves becomes part 
of the directors’ budget procedure, 
and any sum may be dubbed a 
** capital reserve ” when the direc- 
tors feel that its distribution would 
be inconvenient. And then, as the 
Scottish memorandum points out, 
“there does not seem to be any- 
thing in the Act which would 
prevent a change in the classifica- 
tion in a subsequent year.” We 
might push the matter even further, 
and suggest that what was at 
3 o’clock an entirely sensible 
estimate regarding the company’s 
surplus cash may by 3.05 have 
become nonsense (e.g., because of 
what the bank manager says about 
overdrafts). ; 
Whereabouts in the above range of 
possibilities should we draw the line ? 
Probably we all agree that (a) and (6) 
are capital reserves ; but (c), and still 
more (d), give plenty of scope for 
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argument. And note how the Scottish 
memorandum concludes : 


In the definition a capital reserve 
is one not “ regarded as free for dis- 
tribution through the profit and loss 
account.” This does not appear to 
preclude the distribution to share- 
holders of a capital reserve. For 
example, a profit on the sale of fixed 
assets may be classified as a capital 
reserve and may subsequently be 
distributed directly (i.e., not through 
the profit and loss account) to share- 
holders by way of capital dividend, 
provided that the articles and cir- 
cumstances of the company warrant 
such a distribution. 

So we are in a pretty pickle. I 
suggest that no terse statement of 
reserves is likely to explain all that the 
balance sheet’s readers (expert or lay) 
want to know about the company’s 


financial policy. A full narrative is | 


desirable, perhaps on the lines of 
Example IV. Here is a point on which 
statute and accountants’ “ recommen- 
dations” may conceivably hamper 
progress. We must still give much 
thought to definitions, wording and 
layout, and the more elbow-room we 


have for experiment the better. 


II. TESTS OF FINAL ACCOUNTS 


Analysis of Balance-sheet Changes 
Even the best drafted of balance 
sheets, considered all by itself, cannot 
tell us much about the firm’s progress. 
A series of balance sheets is immensely 
more informative. 

If we take the balance sheets of this 
year and last year and wish to analyse 
the changes that have taken place, we 
can do so in two ways. First, we may 
analyse the differences by considering 
why the changes were made-—what sort 
of services were obtained by the firm 
from outside and what it did in return. 
An analysis of this type is, of course, our 
old friend the profit and loss account. 
Secondly, we may consider how each 
kind of asset and liability has altered. 

Various names have been proposed 
for this second calculation. One 
American suggestion, unfortunately 
abandoned, is the “‘ Where-got-gone.” 
More usual is the “‘ Statement of source 
and disposition of funds.” This is, 
besides being quite a mouthful, very 
vague. What are “funds”? The 
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Example V. 
SUMMARISED BALANCE SHEETS 
. Increase 
in assets 
during 
Last year This year this year 
£- £ Beg £ 
ASSETS : 
Fixed assets : 
Premises 7 ees oes 3,500 3,500 
Motor vehicles : 
Jan. 1 cost less depreciation 1,620 1,200 
Additions ... bie one — 800 
1,620 2,000 
Depreciation for year oe 480 500 
1,200 ——_ 1,500 300* 
4,700 5> 300 
Current assets : 
Stock Tins bie pe 3,000 2,500 — 500 
Debtors sie ~ on 1,300 2,200 goo 
Cash ... ois a _ — 1,100 1,100 
4,300 5,800 »500 
Total assets... es £9,000 £10,800 £1,800 


Short-term liabilities : ’ 
Creditors sie ae aus 1,200 1,800 600 


Bank overdraft _ ive 925 _— —925 


2,125 1,800 —325 
Long-term liabilities : 
Debentures ... - se _ 2,000 2,000 
Total liabilities ... on £2,125 £3,800 £1,675 
—_—— _ 
Net assets in wen £6,875 £7,000 
OwneERSHIP : 
5 per cent. cum. pref. shares ... 2,000 . 2,000 
Ordinary shares aoe “ 3,000 3,000 
Reserves oe ae ve 1,500 1,500 
Profit and loss account due 375T 500 125 
Total... bte ‘ve £6,875 £7,000 125 
£1,800 
— = 


* Made up of gross investment £800 less current depreciation £500. 
¢ Current profit per revenue account in Example VIII £435, less loss brought forward £60. 
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phrase can be used to mean almost Example V1. 
anything from cash in the till to ANALYsIS OF BALANCE-SHEET CHANGES—SIMPLE Form 


reserves that are matched by an ear- : 
marked group of seen ad Better Statement showing how profit, etc., was used : 


phrases are “‘ statement of balance-sheet 
changes ” or “ summary of 1950 finan- Profits shown in profit and loss account 


dal operations” or “gource of net To this must be added money obtained from hii issue 
current assets. 


While one associates these statements 
primarily with American practice (be- Total 
cause many United States companies , 
include them in their reports), they ar€ This has been used as follows : 
being used more and more here. It i 
would be interesting to know what Preference dividend ... 
proportion of our auditors makes a Increase in motor vehicles ... 
practice of supplying clients with such oa, ee ae 
an analysis. f 


The method of preparing the state- Current assets 
ments is simple and is shown in Current liabilities (reduction in) 
Example V (which deals with the same 
company as Examples I, II and IV) : 
one merely finds the difference between 
each of the balance-sheet items. In 
what form could the statement best be 
served up for lay readers? There is a 
good deal to be said for sticking to the 
full layout shown in Example V, which 
is self-explanatory. But usually the aaah 
contents of the right-hand column are ANALYsIS OF BALANCE-SHEET CHANGES—ALTERNATIVE FORM 
presented as an independent calcula- Statement showing how quick assets were obtained : 
tion. The exact wording of this is still £ 
a matter of riment. Users of such ‘ 
statements bo want to tackle the Quick assets (net) at close of year 7 
problem from either end—that is, they at start of year (deficiency) 
may be impelled by one or other of two 
questions : 
(1) The accounts show a profit of 
£X. Why is there not £X for us . ; 
to spend ? This increase has been obtained as follows : 
(2) Our cash (or our “quick”?? Profits eee coe ose nes ove vee 
assets) hasgoneup by LY. Where Add : Non-cash expense—depreciation for year 
did this come from ? : 
If you think that question (1) is 
typical, then you should arrange the Found from own resources 
calculation in such a way as to answer -— Debentures issued 
it, and your statement will run like 
Example VI. If the aim is, instead, to 
show how the current (or the “‘ quick ”’) : 
assets have been behaving, the figures L485 Disbursements : 
will be arranged in the reverse order, Additions to motor vehicles 
asin Example VII. Preference dividend 
There is, I submit, a great field for 
accounting skill in adapting these 
statements to the needs of the particular 
cient. Two examples of possible Less Reduction in stock 
Variations will suffice : 
(@) In Example VI, I haveglossed over 
12 “Quick” here means the highly liquid 
asets (ice., excluding stocks), less the corre- 
tpon ling liabilities. 


Increase during year 


Available resources for year 
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the problem of depreciation. An 
alternative (and to my mind con- 
fusing) treatment is to add 
depreciation to profits, describing 
it as a “ non-cash expense.” 

The general aim is to show what 
new resources became available to 
the business during the year, and 
how they were invested in the 
plant and similar assets. But should 
we regard stock as a “ similar 
asset’ ? Usually business men do 
not share the accountant’s feeling 
that a wide gulf separates stock 
from fixed assets (or such is at least 
my guess). Therefore changes in 


stock might well be put beside 


investments in plant rather than 
beside the more liquid assets, 
Example VII includes both these 
elaborations. 


Ratios 

Example VIII shows how the figures 
of Example V, and of the revenue 
accounts of the same company shown 
on this page, might be subjected to a 
further analysis with the help of ratios. 

Thus line (a) shows the working 
capital ratio. I suppose that normally 
we mean by working capital what I 
have been careful to call “the net 
current assets.”” The absolute amount 
of such assets is an important guide to 
the firm’s liquid position. But for some 
purposes—e.g., if we are comparing a 
big firm with a small one—the absolute 
amount is not very helpful ; ratios may 
be more significant. Further, if an 
extremely exacting test of liquidity is 
desired, stock might well be deemed 
too inert for inclusion, and we should 
deal only with the more liquid assets 
that make up (4), the quick asset ratio. 

A ratio of the owners’ balances to 
other sources of finance may be a useful 
means of finding whether too great 
reliance is being placed on temporary 
sources. Hence (c), the proprietary 
ratio. 

The investor who is anxious to hedge 
against the effects of the trade cycle will 
study the gearing of his companies. A 
highly geared capital structure is one 
in which the equity capital is insignifi- 
cant in comparison with the preference 
and debenture capital. As we have 
seen, on the upswing of the trade cycle 
the holder of ordinary shares tends to 
_get better dividends ; on the down- 
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Example VIII. 


RaTIos AND PERCENTAGES 


The summarised trading and profit and loss accounts are given below. 


| Year ended December 31 


Sales ... 


Stock, January 1 


Stock, December 31 


Cost of goods sold 


Gross profit 


Selling expenses ; 

Distribution — Cine deprecia 
tion) én 

Administrative | expenses 

Financial expenses 


Net profit ... 


Preference dividend ... 
Ordinary dividend 
Added to carry forward 


Other ratios which might be calculated from the above accounts and the balance 
sheets of Example V are : 

Last year This year 
a. Working capital ratio 


current assets 4,300 
= 2°0 


current liabilities 2,125 


b. Quick asset ratio 


debtors and cash 1,300 
= 06 


current liabilities 
c. Proprietary ratio 
ownership 
d. Capital gearing 
pref. and deb. capital 


equity capital 
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6,875 7,000 
— = 32 ___ = 18 
2,125 3,800 - 
2,000 4,000 ; 
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Exomple VIII—continued. 
Average credit periods : 


Last year ' This year 
e. (i) allowed: 
_ average debtors 1,300* 1,300 + 2,200 
—— X 12 = 2 months X 12 = 2*1 months 
sales 8,000 2 X 10,000 
f. (ii) taken 
average creditors 1,200* 1,200 + 1,800 
xX 12 =24month —————— X 12 = 26 months 
purchases 5,960 2 X 7,000 
g. Average turnover period 
average stock 2,800 + 3,000 3,000 + 2,500 
—_—_—— x 12 = 6 months xX 12 = 4:4 months 
cost of sales 2 X 5,760 2 X 7,500 
Earnings rates on : fT 
h, total assets 
“net profit 535 225 
— X 100= c x = 2 , 
total assets (gross) 9,000 39P 10,800 Pt ee 
i. equity interest 
net profit — pref. div. 435 9 125 
— X 100= x = 2°5 p. 
ord. cap. + res. + profit 4,875 -™ 5,000 meee 
j. ordinary capital 
net profit — pref. div. 435 125 
—— X 100 = 14°5 Pl. _ oo = 4° 
ordinasy capital 3,000 — oe ee 


* It is assumed that the debtors and creditors were approximately the same at the beginning and end of last year. 
+ Strictly, these rates should be calculated on average funds employed, etc. In practice it is common to use the year-end figure. 


swing, his dividends are apt to dwindle. 
The more highly geared the company, 
the more pronounced are these gains 
and losses ; with high gearing, a small 
increase in the total earnings means a 
very high percentage increase in the 
amount available to the ordinary share- 
holders. Hence the importance of (d). 

The average credit periods can be 
tested with ratios (e) and (f). 

The stock turnover may be shown 
either as a period of months, as in (g), 
or asa ratio. The former gives the more 
concrete idea but it has one slight 
fault. Imagine that the various ratios, 
etc., are arranged in rows across a table, 
with monthly columns. The director 
who scans the table hastily can assume, 
where most rows are concerned, that a 
rising trend is a good sign ; there is thus 
perhaps some risk that when he comes 
to turnover he will fail to note a danger 
signal. 

It may be helpful to compare earnings 
with the quantity of assets employed. 
In particular, the comparison may 
suggest that further expansion of the 


business is not worth while, as such 
outlay may be yielding a lower return 
than can be got from alternative invest- 
ments. Ratios (h), (i) and (j) try to test 
this aspect of the directors’ policy. 
Limitations of Ratios 

Ratios, like other forms of mathe- 
matical expression, look impressive. 
One should, however, not be overawed 
by them or go to the trouble of prepar- 
ing them unless one is sure that they 
will be of some real use. 

Perhaps it is hardly necessary for me 
to stress that any given ratio can, con- 
sidered all by itself, scarcely be of much 
significance. The greatest statistician 
on earth, if told, say, that the working 
capital ratio is 1.8 could not glean much 
from this isolated figure. If he knows 
the corresponding figures for similar 
firms, he may gain a useful impression. 
He is still more likely to learn something 
if he is shown how the ratio for this firm 
has been behaving over several years. 
Such a series may be the quickest and 
most reliable pointer to what is 


happening. 


But even a series has its limitations, 
One can never say, simply because the 
figures sink (e.g. from 1.8 to 1.5, and 
then to 1.3), that the position is getting 
worse. Such a conclusion would only 
be justified if all other factors had 
remained the same—and, in particular, 
if we could be sure that the directors 
had not embarked on a different trade 
policy. Thus the directors may have 
realised that their particular company 
would gain by holding a bigger selection 
of stock or letting debtors pay at a 
more genteel tempo ; in such circum- 
stances, an increase in the periods of 
turnover and credit would be an 
inevitable accompaniment to the change 
in policy, and a ratio series that looks 
deplorable might go hand-in-hand with 
rapidly growing net profits. In this 
sense, the net profit trend is more 
important than anything else. Mathe- 
matical fireworks never become a good 
substitute for common sense and under- 
standing. 


[Concluded] 
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TAXATION 


On Giving Tax Advice and Other Homely Problems’ 


By H. A. R. J. WILSON, 


1. Introduction 

THE OTHER DAY IN A LOCAL TRAIN, A 
taxpayer—no doubt one of hundreds— 
was complaining about the amount of 
income tax he had to pay. That, of 
course, is something that is heard every- 
where. What was notable, however, 
was that he went on to say, in response 
to his friend’s enquiry: “Oh, yes, of 
course, I have an accountant, a proper 
Governmenttf - accountant. He 
looks after their side all right.” 

How often have we heard similar 
remarks to the last sentence? The 
reference to “‘ Government ” is new to 
me, however, and it gave me the idea 
for this paper. 

Your Secretary originally suggested 
that I should deal with some aspect of tax- 
ation alittle out of the ordinary, but after 
the Ashridge Summer Course, when he 
heard something of the problems of the 
average practising accountant in his 
everyday work, he agreed to my sugges- 
tion that a “‘ bread and butter ” treat- 
ment was likely to be more generally 


useful than some advance into remote © 


regions. 

It appears that my Ashridge paper 
was too modest, being based solely on a 
forty minutes lecture period. I am, 
therefore, on this occasion providing 
several hours’ reading, as the paper is 
to be read and digested before I appear 
in person to take a lead in a discussion 
on taxation. 

It is, therefore, my intention to put 
before you some topics that come up at 
intervals in most, if not all, offices. 

Before doing so, however, may I 
return for a moment to the man in the 
corner of the train? (Yes, he wore a 
bowler hat, but not of the “ retired 
guardsman” type.) Why did he 
indicate that his accountant was a quasi 
civil servant ? We can only guess, but 


* A paper given at the Incorporated Accoun- 
tants’ Course, Balliol College, Oxford, on 


September 15, 1950. 

+ The blank covers a reference to the pro- 
fessional designation, which is omitted for 
obvious reasons. 
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we do —— that the idea gets about 
owing to several facts, e.g. : 


(a) The accountant cannot modify 
the law which he has to try to 
explain to his client. 

(6) The accountant will not join in 
the ‘suggested little (or big !) 
* wangles”’ which sometimes 
come from clients. 

(c) All clients do not understand 
that accountant and Inspector of 
Taxes can be friendly without any 
fear of weakness in negotiations. 

(d) Some accountants are inclined 


to accept too readily the Rev- — 


enue viewpoint and interpreta- 
tion. 

The harassed general practi- 
tioner is not always able to keep 
pace with the changes in law and 
practice. 

The “N.T.” coding given for 


auditors’ fees under the P.A.Y.E. - 


system. 

Talk in trains, clubs, pubs, etc., 
is often decidedly loose. What 
other people’s accountants are 
supposed to do (and pass) would 
astonish those accountants if they 
heard some of the statements 
made. Only a few days ago I 
was asked over the phone: 
** Somebody has told me that if 
I sell my machinery for more 
than what it appears at in my 
books, I don’t have to pay tax on 
the difference. Is that so? ” 


I should like to observe, on the points 
mentioned, that, in my opinion, accoun- 
tants can help by : 


(2) In explaining the law, showing 
the client that every advantage 
has been taken of what it allows, 
i.e., a more positive approach. 

(6) Continued firmness ; clients re- 
spect it. I wonder sometimes 
how many Inspectors of Taxes 
realise just how much accoun- 
tants do in keeping down 
** wangles.” 

(c) Taking the client along to the 


F.C.A., F.S.A.A. 


Inspector occasionally to see for 
himself that the accountant does 
fight on principles after all facts 
have been disclosed, but will not 
disguise facts. 

Making sure that the Inspector’s 
ideas are sound in law and prac- 
tice, and neither based on 
ignorance of the facts nor 
too “ technical” in approach. 
Some recently appointed inspec- 
tors appear to have been pro- 
moted quickly and therefore lack 
the mellowing to which we are 
accustomed in their older 
colleagues. 

In case of doubt, taking a second 
opinion. Your District Society 
will always help. Do not hesi- 
tate to trust your fellows: dis- 
cussion of a problem often brings 
out its solution. 

Any remark on “ N.T.” coding 
can be used to explain the ex- 
penses of an accountant’s prac- 
tice, and possibly to bring the 
fee into line with to-day’s facts. 
Here, human nature being what 
it is, we can do little except stand 
firm ourselves! Patience is 
necessary ; for example, when 
my client asked the above ques- 
tion the other day, I gave him 
not only a brief statement of the 
law regarding balancing charges, 
explaining that it was to take 
away allowances already had 
which the sale price proved to 
have been excessive ; but also 
that the law did not yet go so far 
as to make any allowance for in- 
creased cost of replacement. 
That was something he under- 
stood. 


2. On Advising 


A client who asks: ‘‘ What do you 


advise ? ” is on the right lines, provided, 
of course, the question is put before he 
has taken action, and not, as so often 
happens, afterwards. 

What should be our first step? 
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Obviously, to make sure of the facts. 
It is usually well to recapitulate” the 
facts as you understand them, before 
venturing your opinion. 

‘The next step must be to recall to 
mind the law on the subject, preferably 
referring to the Acts to make sure that 
your recollection is not at fault. 

If relevant, there should then be a 
search for precedents. Here, a good 
and, what is all-important, an up-to- 
date library is essential. 

I find it a useful exercise in every 
case to think up every argument I can 
against my client. It is a valuable 
exercise and pays dividends. 

Having weighed up the information 
now to hand, you are in a position to 
venture an opinion. And here let me 
emphasise that there are very few cases 
where it is at all wise to be dogmatic ! 


3. Apportionment of Purchase 
Consideration 


Where a business is sold “ lock and 
barrel ” (stock is usually separated as 
“at valuation”), it is necessary to 
separate the price into its components 
for stamp duty purposes. This must be 
agreed, particularly if stock is, ex 
tionally, included in the “all-in” 
price. Cases often arise where it is 
found (by the Inspector of Taxes) that 
vendor and purchaser have used differ- 
ent prices, and the Inspector has to have 
them reconciled. If it is a sale of a 
whole business, any dispute on stock 
value will go before the commissioners 
under Section 26, Finance Act, 1938, 
the Inspector looking on while the tax- 
payers argue. But if it is not a question 
of cessation, but a partial sale (e.g., a 
farmer selling one farm out of two or 
more), Section 26 will not apply, and in 
default of agreement, there may be two 
appeals developing side by side. A little 
give and take between taxpayers is the 
proper solution, but do not advise 
“ give ” if it is all “ take ” on the other 
side, unless, of course, you think your 
client wrong. That is a digression, 
however. 

‘The point I want to make here is the 
conflict between stamp duty and other 
taxation. Assets that can be delivered 
“manually” do not attract stamp 
duty. Moreover, machinery and plant 
attract capital allowances to the pur- 
chaser, but may attract balancing 
chorges on the vendor. And in the case 
of an industrial building, it may be that 


there is a balancing charge on the 
vendor, yet the purchaser does not get 
allowances on the whole price he pays. 
(See example (1).) 

While an individual can agree to pay 
what he likes for what he buys, there 
must be reality in what is done. More- 
over, in the case of capital allowances, 
the Income Tax Act, 1945, has pro- 
visions that prevent blatant avoidance 
of tax in such a simple way as “‘ arrang- 
ing” prices, viz., Section 58, which 
requires a just apportionment of con- 
sideration in all-in sales, and Section 59, 
which requires market value to be sub- 
stituted if the sole or main benefit that 
could be expected to accrue was the 


obtaining of allowances under the Act.* - 


Advice, therefore, must be realistic, 
not forgetting that if it is agreed to 
change the value of one element, the 
effect on the value of other elements 
must not be overlooked, e.g., in a 
recent instance, the vendor agreed to 
an increase in the value placed on stock 
sold in an all-in bargain. This decreased 
a loss, but decreased a_ balancing 

* It is arguable whether the reduction of a 


balancing charge is the obtaining of an allow- 
ance. 


charge, as the difference had to come 
off the sale value of machinery. The 
difference in stock affected a Section 34 
loss claim in the year of the loss ;_ the 
balancing charge affected the following 
year. As there was no common control, 
and obviously no agreement to obtain 
allowances, it seems that Section 59 
would have no application. The pur- 
chaser’s profit would be decreased but 
his initial and annual allowances would 
also go down. 


4. Husband and Wife 

The question hitherto has often been 
why the wife should not pay the tax 
on her own income, and for an indica- 
tion of how much she ought to bear of 
the joint liability. The enquirer has 
sometimes regretted the question when 
he found that a repayment of tax” 
belonged to the wife, and in addition, 
applying the same apportionment of 
allowances as was laid down for 
separate assessments, that he owed the 
wife something ! 

It is not proposed to say much more 
about the past, but it is opportune to 
review the present, in view of the 
changes brought about by the Finance 


EXAMPLE (1) 
Industrial building—cost of erection, 1921. £20,000 
Bought by “ A” in 1938 for £25,000. Used by him as industrial 
building until 1946, then for three years non-industrially, 
to industrial use in 1950, and sold in 1951 for — to“ Cc.” All 
accounts made up to December 31. 
Cost oferection .. ee 7 £20,000 
Notional allowances 1922-23 to 1945-46. at 2 per cent. os -. £9,600 
Actual allowances 1946-47 to 1947-48 o% TF 800 
Notional allowances 1948-49 to hasta 1,200 
_ Actual allowance 1951-52 400 
— __ 12,000 
Written-down value ee “s ee 8,000 
Balancing charge limited to actual allowances 1,200 
Value for allowances to purchaser be ve £9,200 


As there remains twenty years of fifty years from the original erection of the building, his 
allowance will be one-twentieth of £9,200, or £460 per annum, 


Had the price of sale from “ B” 
have been : 


to “ C” been £18,000, then the balancing charge would 


Number of years of actual allowances 3 


Total years since erection go 
Excess of price over written-down value is £18,000 — £8,000 = £10,000. 


zs x £10,000 = £1,000. 


go 


Value for allowances to purchaser £8,000 + £1,000 = £9,000. Therefore his annual 


allowance would be £450. 
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Act, 1950. Advice will, without doubt, EXAMPLE (2) 
be requested in many cases. (References Husband and Wife. (Apportionment of liability.) 
not otherwise distinguished are to the 

Finance Act, 1950.) 1950-51 j Total 


. Earned .. =e se re sé £2,700 
(a) The income of a woman must Un , nr 


be measured for the purposes of ee reese = 
assessment without reference to £3,900 
whether or not she is married or E.LA.2,250:450 ..  .. a 400 
whether or not she is living with eupenate 
‘her husband (Section 30 (1), £3,500 
proviso). The decision in Leitch P.A. .. hd * re .. £180 
v. Emmott (1929, 14 T.C. 633) is Additional ..  .. ..  «. = 110 
not affected. This adheres to Children ee a ‘< és 120 
the rules under every Schedule 
which normally measure income _, 390007500 -- = =+ ++ HATO 
irrespective of its ownership. So Adega CORA . . : ew > pon 
‘ = f _— ¢ Widowed Mother aia “ in 50 
in the year of marriage or Of Life Assurance (40 per cent.ofpremium) 140 
widowhood there is no applica- aime. ee 139 
tion of “‘newsource” or “cessation one 
ofsource” rules to her incomeasa £2,840 £2,479 £361 £340 
result of the marriage or of the —_ — —— == 
death of the husband. But the Reduced Rate 
income of the wife as so assessed at 2/6 3,000 : 500— 
(apportioned in the year of (£100) £1210 o (£86) £1015 o (£14) £115 0 £50 
marriage from the date of the t5/- 3,000 : 500— 
marriage) is still deemed to be (£400) 100 0 0 (£343) 85 15 © (£57) 14 5 © £200 
that of the husband, provided **9/- Balance— 
the wife was living with him. (£2,340) 1,053 0 O(£2,050) 922 10 (£290) 130 10 o Bal. 
The husband has hitherto been 
= 0 Repesgorcong nes y 9985 Sr ~ £1,165 10 oO £1,019 Oo £146 10 oO 
the money ; he is now able to 31 (ii), Proviso, Fin- 
pass the liability where it really ance Act, 1950—* 7 2 7 20 
belongs. —_————_— —_—_— — 
A married woman is now to be £1,165 10 0 £1,026 2 £139 8 o 
treated as living with her hus- _ : 
endl wietend' dite : fi zs $ — Minimum relief 
(i) they are separated under se - a Lito atg/- £49 10 0 
anorderofCourtorbydeed —-- 
of separation ; or £206 at 9/- £92 14 
ii) they are, in fact, separated 
i) in Aes circumstances that £14at6/6 411 £50 at 6/6 1 5 0 
the separation is likely to be £57 at4/- 1 8 £a00ats/- 50 0 0 
permanent (Section 34 (1) ). Oy ae 
BI cecwnecny" seman: «ba bet %3 £115 15 0 
with her husband and either : Additional relief to her £7 2 Oo. 


(i) one of them is, and ay In the above case, therefore, separate assessment does not affect the tax borne, unless any 
aed bai — in the of the wife’s unearned income is untaxed and assessed on the husband. 
ra year 
J sthtoomen ~ < clans Sur-tax (assuming rates unchanged) “ 
- P . 32333 
(ii) ng a =e aire £500 at 2/- £50 0 oO Husband : ; + £270 = £230 14 11 
3,900 
year of assessment, but one 500 at 2/6 62 10 0 
of them is, and the other is £567 
not, absent from the United goo at 3/6 157 10 0 ife : +£270= 39 5 ! 
Kingdom throughout that £3,900 
yr if, i £270 0 oO £270 0 0 
they are to be regarded as if, in 7 7 | 
fet, separated permanent aon Iman bs bmn red | eal 
> 
aggregate of income tax and * Comparison for wife’s minimum relief. 


Husband Wife EI. 
£2,250 £450 £450 
(6) 
(¢) 
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(d) 


sur-tax falling to be borne by the 
husband and wife for the year is 
greater than if this paragraph (c) 
had not applied, the excess is to 
be discharged (Section 34 (2) ). 

The above is a direct result of the 
dicta in Nugent-Head v. Jacobs 
({1948] A.C. 321), where it was 
held that where there is no 
matrimonial rupture, the wife is 
still living with her husband, 

albeit that for some reason, e.g., 
foreign employment, he is away 
for a considerable period of time. 
The Finance Act, 1950, still 
leaves the position that a 
woman’s income chargeable to 
income tax for any year, or part 
of a year, of assessment during 
which she is a married woman 
living with her husband is 
deemed for income tax purposes 
to be his income and not hers 
(Section 30 (1) ), and (except in 
the case of partnership income 
(Section 30 (2) proviso) where the 
tax is collectable as a partnership 
debt) is to be assessed on him or 
his personal representative. A 
** woman’s income ” for this pur- 
pose will include family allow- 
ances and any similar payment, 
notwithstanding that some Act 
provides that such income is not 
to be treated as income of any 
person other than her (Section 


30 (4) ). 


(e) The following allowances must 


be given against the wife’s 

earned income : 

(i) Additional personal allow- 
ance (“‘ wife’s earned in- 
come relief’’). 

(ii) Any earned income allow- 
ance that could not have 
been made but for the ex- 
istence of earned income of 
the wife (i.e., if the joint 
earned income attracts the 
maximum allowance, the 
allowance is given first 
against the husband’s in- 
come). 

(iii) The special reduced rate 
relief on such income (Sec- 


tion 30 (3) ). 


(f) Separate assessment can be 


claimed by notice given by either 
husband or wife within six 
months prior to July 6 in the 
year of assessment for which it is 


EXAMPLE (3) 


Husband and Wife Ti Husband Wife 
Earned £1,620 £1,500 £120. 
Untaxed Interest 60 20 
House 50 
Dividends 838 438 400 

£2,588 £1,998 £590 
E.LA. 324 300 24 
£2,264 £1,698 £566 
RA. .- £180 
A.P.A. 96 
Children 120 
— £396 £297 £99 
1,698 : 566 
£1,868 £1,401 £467 

at 2/6—£50 (1,698: 566) £6 5 0 (£374) £413 9 (£124) £1 3 

at 5/——200 - 50 0 oO (£150) 37 10 o (£50) 12 10 0 

ato/—1,6:18 — 728 2 o (£1,2134) 546 1 6 (£4044) 182 o 6 

£784 7 © £588 5 3 £196 1 9g 
mec: Seen — 
P.A.Y.E. _ om £348 15 0 Nil 
Case III os 36 0 Oo —_ 
Schedule “ A ” £22 10 oO 
Dividends... 197 2 0 180 0 oO 
£581 17 0 £202 10 0 
Liability, as above 588 5 3 196 1 9 
Due from husband to wife £6 8 3 £6 8 3 
Family allowances and National Insurance have been ignored. 
Sur-tax (assuming rates unchanged)— 
£500 at 2/- = {50 0 o 
£288 at 2/6 = 36 0 o 
£86 0 o 
£1,998 
Husband : x £86 = £66 8 o 
£2,588 
£590 
Wife : x £86 = £19 12 oO 
£2,588 
£86 0 oO 


first to operate (up to a year (g) 
later in the case of the year of 
marriage or for sur-tax). Such a 
claim continues until revoked by 
similar notice (General Rule 17 ; 
S. 42 (9) F.A., 1927). The total 
amount of tax payable is not 
affected. Returns of total in- 
comes of husband and wife may 
be made by either, but the 
C.I.R. may require separate 
Returns at any time (Section 
31 (4), (5) )- 


Where separate assessment is 
, the personal reliefs are 
to be allocated as follows : 
Earned Income Allowance.—In pro- 
portion to the respective earned 
incomes. 
Age allowance.—In proportion to 
total incomes. 
Life Assurance allowances.—To the 
spouse paying the premium. 
Adopted Child allowance.—To the 
spouse maintaining the child. 
Dependent Relative allowance.—To 
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the spouse maintaining the 
relative. Husband and Wife— 
All other allowances, i.e., personal, Earned Schedule “ D” 
additional personal, children of Unearned ee 
the marriage (or legitimated 
thereby) or step children, house- E.LA. 300 : 2,200 
keeper to look after a child for 
whom relief is obtained where PA. 
the wife is incapacitated by APA. .. 
physical or mental infirmity, and : 
reduced rate.—In proportion to 
the total income less earned 
income allowance or age allow- 
ance as appropriate, i.e., in 
proportion to what was formerly 
known as “ assessable incomes.” 
But the allowances so allocated 
to the wife must not be less than 
the amount under (¢) above. at 0/6 (452 ? 3,164)— > 
ped ee eee. (£100) £12 10 o (£123) £1 11 (£874) £10 18 9 
inden por And if the ss tle. — ) 00 (£50) (£350) 8 

. 100 0 0 12 10 0 10 0 
allowances allocated to the hus- at 9/- — _ +2 wi ' 
band exceed his income, the (£2,286) 1,028 14 0 (£3204) 144 4 6 (£1,9654) 884 9 6 
balance is to be set against the ; <nlentaenteemeneee —_—_— —_—— 
wife’s income and vice versa £1,141 4 0 £158 5 9 £982 18 3 


(Section 31 (3) ). . 7 
If separate assessment for sur-tax If much of the unearned income were interest not taxed at source, the tax paid (if not 
is claimed, the tax payable on “P"Gehefule “DY Earned this : 
the joint total incomes is appor- “ “x Or aa; a £300 
tioned between husband and =. Hi y 
wife in proportion to their 
respective total incomes (Sec- 
tion 42 (9), Finance Act, 1927). 
It is when we come to collection 
that the 1950 Act is particularly 
important, in that : 
(A) For 1950-51 onwards, any 
income tax or sur-tax that 
would have been collectable 
from the wife (or her per- 7 £6 5 
sonal representative where on i _ + 50 0 
appropriate) had separate os _ - a gor 10 
assessments been claimed, —_ - — — 
that is not paid within £357 15 
twenty-eight days after its a v4 “¢ 
due date, can be charged on 
her (or her personal repre- aia 
sentative). All the con- aaa bay 6 r bi |) le 158 5 9 
sequences as to priorities, Due from wife to husband ee £199 9 3 
appeals, etc., follow as if the 
assessment had been so ee ee ree 
made in the first place. The Schedule “ D ”—Earned - =< sé 
husband’s liability is pro ELA... . 
tanto reduced (Section 32). P.A. . 
On the death of a married = Giildren. 
woman, the husband (or his Lie Rekesaesis 
executors—where relevant) 
can disclaim liability for tax 
on his deceased wife’s in- 
come (Section 33). Notice 
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must be given to the de- 
ceased wife’s executors 
within two months of the 
grant of probate or letters 
of administration in respect 
of her estate (the executors 
may accept later notice but 
are not bound to do so). 
Notice must be given to the 
Inspector of Taxes at the 
same time. 

The C.I.R. and Special 
Commissioners must then 
proceed to collect from the 
deceased wife’s estate the 
same amount of tax as is 
mentioned in (A) above. 
The disclaimer may, how- 
ever, be in respect of unpaid 
tax on the wife’s income for 
any year of assessment 
during which he was her 
husband and she was living 
with him. 

(j) Finally, under this heading, it is 
suggested that married couples 
should still be advised not to claim 
separate assessment. It gives 
everybody concerned much 
bother, and the same result can 
readily be achieved by an appor- 
tionment and friendly settlement 
between them. In the event of 
dispute, the- simple act of non- 
payment by the husband will 
usually get the fair burden on to 
the wife’s shoulders. Where all 
income is taxed at source, and 
there is a dispute as to the 
sharing of repayments, the wife 
can ensure that she gets her 
share of allowances by claiming 
separate assessment. (See exam- 
ples (2), (3) and (4).) 


5. Controlled Companies 
From time to time a client will ask for 
advice as to the best method of provid- 
ing funds to meet estate duty in due 
course without too much disturbance 
to his business in the event of his death. 
This often results in advising a public 
issue or other placing of shares. 
Taxation is then a most important 
factor to be considered. If it is sug- 
gested to reconstruct an existing com- 
pany, the effect of the cessation rules on 
the income tax liability for the ultimate 
and penultimate year of assessment of 
the existing company must be con- 
sidered very carefully (compare Section 


£100 at 2/6 on oe oe ee . ° £12 10 oO 
£400 at5/- - .. oh. cue 100 0 0 
£770 at 9/- - 346 10 © 
£459 0 © 

Taxed .. £200at9/-= £90 0 o £1,316at9/-= £592 4 0 
i £1,051 4 0 

Liability £158 5 9 982 18 3 
Due from husband to wife £68 5 9 £68 5 9 


Family allowances and National Insurance have been ignored. 


6, below); with rising profits the 
additional liability may be such as to 
make it advisable to adopt some other 
method, e.g., the formation of a holding 
company or the issue of bonus shares. 
We cannot here discuss the pros and 
cons of the various methods. 
Whatever decision is reached, how- 
ever, the problem of undistributed 
profits of controlled companies as 
affected by Section 21, Finance Act, 


1922, must be faced. Most people seem 


afraid of invoking the rights given by 
Section 18, Finance Act, 1928, whereby 
the company can require the Special 
Commissioners to consider the facts 
right away and, if appropriate, get a 
clearance certificate. It is apparently 
thought that this is putting the head in 
the lion’s mouth. 

Reflection ought to show that any 


such idea is absurd. The Special Com- . 


missioners will not be influenced by the 
application ; they would consider the 
case anyway, in due course. All that 
such an application could do at the 
worst would be to expedite action, 
which is surely all to the good. 

At the present time, such applications 
are quite. often made, and normally 
result with receipt of a “ clearance ” 
within ‘a few days, provided that the 
scheme of reconstruction does not 
involve the withdrawal of funds from 
the existing company. 

Incidentally, directions are very 
rarely made to-day except where funds 
are withdrawn under other disguises 
than dividends or remuneration. The 
“dividend freeze”? and the need to 
maintain reserves to meet rising costs, 
etc., make it very difficult for it to be 


contended that there has been un-. 


reasonable withholding of distribution. 


6. Cessation of Business 


When a client decides to sell his 
business, he will, if wise, consult his 


accountant on many things which do 
not concern us here. The accountant 
will automatically proffer advice as to 
the “ timing ” of the transaction, which 
can be very important indeed, owing to 
the effect of Rule 11 (as amended), 
Cases I and II, Schedule D. If profits 
are going down, then speedy action is © 
usually desirable, as each year of 
assessment will have a charge based on 
the profits of the preceding year, except 
the year of cessation, i.e., the year in 
which the sale takes place as evidenced 
by the date of the contract unless there . 
is the strongest evidence of a de facto 
transfer of the business at some other 
date. Even then, however, capital 
allowances may make a difference, as 
there will always be a gap between basis 
periods as the result of assessment of the 
ultimate (and where relevant the pen- 
ultimate) year of assessment on the 
profits of the year. Whether this gap is 
between the accounting date of the year 
preceding the penultimate year of 
assessment and the beginning of the 
ultimate year of assessment, or is a year 
earlier, the gap is always considered to 
be part of the basis period for the pen- 
ultimate year (Section 57 (2) and 
68 (4), Income Tax Act, 1945). The 
final basis period for the penultimate 
year is thus always the period from the 
accounting date preceding the year 
before the penultimate year, to April 
5 at the end of the penultimate year. 

Application of the cessation rules, 
therefore, can result in initial allowances 
giving relief in the penultimate year, 
with balancing charges or allowances 
on the ultimate year. Great care is 
necessary in examining all aspects of 
the figures. 

When profits are rising, in addition to 
the capital allowances position, it is 
necessary to consider the incidence of 
tax having regard to which year is to be 
the penultimate year. It is sometimes 
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advisable to carry on over April 6 for Cessation of Business EXAMPLE (5) 
a few days or weeks. Thus, if the sale Accounting date December 31. Proposal to sell business at end of 1950. 
were to be arranged to take place in ~- Adjusted profits : 1948, £7,000 ; 1949, £12,000 ; 1950 (estimated), £17,000 ; first few 


Written-down value of plant and machinery (basic rate of annual allowance for wea* and 
tear, 8 per cent.) after 1948-49 allowances, £27,000. Additions 1948, £4,000 ; 1949 (after 
April 5), £7,000 ; 1950 (prior to April 5), £2,000. Plant to be sold for £35,000. 

Column (a) takes initial allowances, column (5) does not. 

(i) If sale takes place on December 31, 1950 


February, 1951, the assessments would months of 1951 (estimated), £1,500 a month. 
he : 


1950-51. The profits from April 6, 
1950, to date of cessation. 
1949-50. The profits of the year 


ended April 5, 1950, 
being more than those of 
the preceding accounting 
year. 
By continuing to, say, April 15, 
1951, however, the assessments would 


1951-52. The profits of ten days to 
April 15, 1951. 

1950-51. The profits of the year to 
April 5, 1951. 

1949-50. The profits of the preced- 

ing year. 

In other words, the assessment for 
1950-51 is on “ actual” anyway; it 
will often be better to have a few more 
days’ profits in that year (i.e., from 
February to April 5), and “ actual ” 
for a few days in 1951-52, rather than a 
big increase in the 1949-50 assessment. 

In that connection, it is essential to 
remember that.the “gap” in basis 
periods will always be taken as part of 
the basis period for the penultimate 
year of assessment, whether the assess- 
ment for that year is increased to 
“actual” or not, i.e., the capital 
allowances will be amended from the 
original amount whether or not there 
is any change in the basis of the 
assessment. 

No general rules can be laid down 
that enable the effect to be seen at a 
glance. Nor can a formula be applied. 
The figures must be computed and 
compared. (See Example (5).) 

In the case of a company, the effect 
on profits tax of a distribution of surplus 
assets in a winding up is in point. It is 
commonly wiser to sell the shares than 
to sell the business. 


7. New Businesses 


On a somewhat similar line of country, 
it is sometimes necessary to consider 
whether or not to invoke the claims for 
adjustment of the second and third 
assessments on a new business to the 
actual profits of those years of assess- 
ment. It may be found, for example, 
that one assessment goes up, the other 
down; does it “ pay” to claim on 
balance? This depends on many 


Capital allowances : 
w.d.v., b/f., April Ss 1949 
Additions 1948 a 
1949 
to April 5, 1950 


1949-50. Initial allowances : 
20 per cent. of £4,000 
40 per cent. of £9,000 


Annual allowances : 
10 per cent. (actual) 


Proceeds of sale, December 31, 1950 
1950-51 Balancing charge .. 
Assessments: 


(a) 


£27,000 


4,000 
7,000 
2,000 


£40,000 


8,400 


£31,600 
£35,000 


(6) 


4,000 


£36,000 
£35,000 


£3,400 Allee. £1,000 


(a) 


1949-50. £7,000, increased to # x £12,000 ~ +> x hi taee £13,250 


Less Capital allowances 


1949-50. # X £17,000 
Plus Balancing charge 


8,400 
£4,850 


£12,750 
3,400 


£16,150 


Total Assessments, £21,000 either way, but note effect for sur-tax. 


(ii) If sale is deferred to, say, April 15, 1951 


Capital allowances: 
w.d.v., b/f., April 5, 1949 
Additions, 1948 .. 


1949-50. Initial allowance, 20 per cent. 
Annual allowance 10 per cent. 


Additions 1949 
to April 5, 1951 


1950-51. Initial allowance, 40 per cent. 
Annual allowance 10 per cent. 


Proceeds of sale, April 15, 1951. 
1951-52. Balance charge .. ee 


(a) 
£27,000 
4,000 
£31,000 


3,100 
—— 3,900 


£27,100 
7;000 
2,000 


£36,100 


£3,600 
3,610 
7;210 


£28,890 


35,000 


£6,110 
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factors, €.g., rates of tax, total income 
for sur-tax, and capital allowances 
(owing to the change i in basis periods). 

In ‘his connection, it is wise to remem- 
ber that the effect of the change in basis 
period of capital allowances is usually 
to accelerate the allowances, but it will 
not affect the total allowances over the 
lifetime of the assets (unless perchance 
it is expected that they may be sold 
after the permanent discontinuance of 
the business, and thus attract no 
balancing adjustments). 


8. Company Formation 


“What advantages should I get from 
turning my business into a company ? ” 
How often are we asked that ? 

Ignoring the form of the question 
—the business is not turned into a 
company ; it is the proprietorship that’ 
is changed—it is well to note the 
psychology of the question: ‘ What 
advantage shall I reap? ” 

Here we are concerned with taxation, 
but we should explain to our client the 
features of limited liability, etc., from 
both the advantage and disadvantage 
viewpoints. 

Then, I think, we ought to point out 
the effects for estate duty of the 
Finance Act, 1940. There is not time 
here to dilate on that topic, but I would 
like to emphasise that in the case of a 
company controlled by the deceased, 
the shares are valued on an asset basis, 
ie., market value of the net assets 
(including goodwill) on the date of 
death, and the deceased’s estate (or if 
the shares have been given away in the 
five years before his death, the donees) 
have to pay the estate duty on the shares 
liable to estate duty. If there is a further 
liability because the slice of the com- 
pany’s net assets proportionate to the 
ratio that the deceased’s benefits in the 
five years prior to death bore to the 
company’s income for these years 
exceeds the value of the shares passing, 
it is only the estate duty in the excess 
that falls on the company. 

Turning to income tax (including 
sur-tax), after the business has been 
transferred to the company, it will be 
possible to retain reasonable amounts of 
profits in the business without attracting 
sur-tax ; Section 21, Finance Act, 1922, 
attracts sur-tax only where the retention 
is unreasonable, except in the case of 
investment companies, where the whole 
Profit must be distributed. Against 


‘old owner “ 


Assessments : 
1949-50 se ee ° 
Less Capital allowances 


1950-51. £12,000, increased to } x cree + 3; x ‘huge 


Less Capital allowances 


1951-52. 4 X £1,500 


Total assessments, £19,750 


that, the company is liable to profits 
tax, unless there is a direction under the 
said Section 21. 

If the company is to be an investment 
one, there is the feature that by the 
declaration of directors’ fees, the income 
can be brought into the “ earned ” 
category, and it is easier to pay the wife 
the most economical salary to obtain 
the benefit of the additional personal 
and reduced rate reliefs. The dis- 
advantage of the company’s income 
being unearned is so overcome. 

Possibly the most difficult point to 
deal with is the effect of the change of 
ownership on the income tax assess- 
ments on the business profits. The 
cessation and new business rules auto- 
matically apply, and with rising profits 
may be serious. It may be practicable 
to avoid these by the expedient of 
forming the company and taking it into 
partnership. In this connection, how- 
ever, it is wise to note that if later the 
retires ’’ from the partner- 
ship entirely, the provisions of Rule 11 
(1), Cases I and II, as amended by 
Section 32, Finance Act, 1926, and 
Section 16, Finance Act, 1930, do not 
strictly cover the case of a partnership 
being dissolved and one only of the 
former partners continuing to carry on 
the business* (though, in practice, it is 
usually applied as if it did), and the 
Revenue might seek to apply the Section 
strictly. The “ timing” of the retire- 
ment would be important. 

The “company in partnership” 
position opens up many possibilities in 
the Osler v. Hall (1932, 17 T.C. 68) line 
of country, where there are successive 
changes in a partnership, and notice for 


* See Codification Committee Report (1936 
Cmd. 5131) Vol. I, p. 240. 


(2) (6) 


£7,000 £7,000 
3,900 3,100 
£3,100 £3,900 
£17,250 £17,250 
7,210 3,690 
£10,040 £13,560 
£500 £500 
6,110 1,790 
£6,610 £2,290 


application of the “ discontinued and 
new business” rules is given on the 
second change and not on the first. 
Avoidance of tax is possible ; “‘ timing” 
is again all important. (Compare §12.) 


9. Covenants 
After Mr. J. R. Paramour’s excellent 


_paper at Ashridge,f I am only going to 


say two things here. The first is that 
great care must be exercised in advising 
foreign citizens. For example, a cove- 
nant by a United States citizen in the 
United Kingdom is not recognised for 
United States tax, but if over $3,000 
(the yearly exemption on gifts) will 
become a gift that would probably 
involve filing a United States gift tax 
return, and probably be included in 
the donor’s estate for estate tax in due 
course, as having been made in con- 
templation of death. 

The second point is a reminder that 
only a solicitor is allowed to draw up 
a deed for reward. Quite apart from 
that, it would be most unwise for an 
accountant to draw up a legal docu- 
ment, no matter how deeply he has 
studied law. 

Perhaps I ought to add here that the 
only way in which income can for tax 
purposes be effectively passed over to 
children of the settlor while they are 
under age and unmarried is by his dis- 
possessing himself of the capital and 
providing for the accumulation of the 
income. Questions on this topic come 


up so regularly ! 


¢ Income Tax and Sur-tax with reference to 
Settlements and Private Companies. 


[To be concluded] 
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Retirement Provisions—Taxation Treatment 


The following memorandum has been submitted by the Society of Incorporated Accountants to the Committee on the Taxation Treati ent 
of Retirement Benefits Schemes, which is now sitting under the Chairmanship of Mr. F. Millard Tucker, K.C. 


1. THe Society or INcoRPORATED ACCOUNTANTS AND 
Auditors has considered the subjects within the terms of refer- 
ence of the Committee on the Taxation Treatment of Retire- 
ment Benefits Schemes. Under the authority of and with the 
approval of the Council of the Society, the following obser- 
vations and recommendations have been prepared by the 
Taxation Committee of the Incorporated Accountants’ 
Research Committee with the co-operation of District 
Societies and of individual members. Representatives of the 
Society will be pleased to attend before the Committee to 
give oral evidence in support of the recommendations 
should the Committee so desire. 


2. The Committee was formed by the Chancellor of the 
Exchequer with the following terms of reference : 


(1) To review the income tax law relating to superannua- 
tion funds and other arrangements, whether con- 
tractual or voluntary, for the provision, on retirement 
or death of person holding an office or employment, 
of pensions or other benefits for those persons or their 
dependants. 

Generally, to review the law governing the treatment 
for income tax purposes of payments made by, or for 
the benefit of, individuals with a view to providing 
for the individual in his retirement or old age, or for 
his dependants after his death, and the treatment for 
income tax purposes of sums received by way of 
such provision. 

To consider whether any amendment of the law in 
regard to these matters is necessary or desirable ; and, 
in particular, to consider whether the scope of 
income tax relief in respect of payments of that 
nature should be extended and, if so, in what circum- 
stances and subject to what conditions, having special 
regard to the fact that contributory pensions schemes 
on the lines of those commonly adopted by industrial 
concerns are not at present available to all persons 
holding an office or employment, and are not 
applicable to an individual carrying on a profession 
or business ; 

And to report. 


The Society has not felt it necessary to preface its 
recommendations with a comprehensive statement of the 
present taxation law and practice in relation to matters 
coming within the terms of reference. In order, however, 
that the purpose of the Society’s recommendations may be 
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_ clear, attention is drawn to the following which are among 
the anomalies of the present law and practice : 


(a) Relief is confined to employed persons and to that 
sub-category of employed persons whose employers 
have initiated retirement benefits schemes. No 
similar relief is available for employees whose em- 
ployers have not taken that initiative or for self-em- 
ployed persons or for directors of director-controlled 
companies who are not whole-time service directors 
as defined for profits tax. 

The employee who is a member of a retirement 
benefits scheme will obtain taxation relief for his 
contributions as an expense or as life assurance 
premiums or not at all, according to the nature of the 
scheme. 

The employer will usually be allowed to charge an 
ordinary annual contribution as an expense for 
taxation purposes, but may or may not obtain relief 
for a back-service payment or a deficiency payment. 
The income of the pension fund may or may not be 
exempt from income tax. 

There is a bias in favour of pensions schemes and 
against provident funds, that is, funds providing 
lump sums on retirement. 

There is a distinction in the Finance Act, 1947, 
between employees of companies and other bodies on 
the one hand, and employees of individuals and 
partnerships on the other. 


4. The Society accepts the definition of retirement 
benefits given in the Finance Act, 1947, and in particular 
agrees with the exclusion of benefits accuring solely on 
death or disability prior to retirement. 


5. The Society’s recommendations have two main 
purposes, namely, to extend taxation relief for provisions 
made for retirement to all individuals who earn their living, 
and to remove the present anomalies so that there is, as far 
as possible, one simple and logical general principle ee 
able to all retirement benefits schemes. 


6. The general principle put forward by the els” to 
achieve the second of these purposes may be stated thus : 


(a) The cost of providing for retirement should be 
allowable as an expense to employer and employee. 

(b) The investment income of all pension and other 
retirement funds should be free of tax. 

(c) All retirement benefits should be taxable in the hands 
of the recipient when received. 
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Ceneral adoption of this principle will at one stroke 

abolish the present confusing distinction between different 

of retirement benefits schemes, the present legislative 

bias in favour of pensions schemes and against lump sum 

benefits and the present illogical distinction between em- 

ployees of sole traders and partnerships and employees of 
companies and other bodies. 

Later in this memorandum the Society makes recom- 
mendations to achieve the first of the main purposes in 
Parazraph 5 by extending the same principle to all in- 
dividuals having earned income. 


7. All individuals, whether they are employed by a 
concern which does or does not have a pensions scheme 
or whether they are controlling directors or self-employed 
persons or not gainfully occupied at all, have at present the 
power to provide for their own old age and the support of their 
dependants by contracts of assurance. Provided a capital 


‘sum is payable on death and the other statutory conditions 


are satisfied, limited measure of relief from income tax, but 
not sur-tax, is available under Section 32 of the Income 
Tax Act, 1918, as amended. A further measure of relief is 
afforded by the fact that the investment income of the life 
fund of the assurance company suffers income tax at less 
than the present standard rate (Section 9 (3), Finance (No.2) 
Act, 1940). The Society recognises that this position is not in 
accordance with the general principle already put forward 
for the taxation treatment of retirement provisions. Life 
assurance, however, covers a wider field than the retirement 
benefits which are the subject of the present memorandum 
and life assurance facilities are available to all individuals 
irrespective of their business activities. _ 

8. Similarly, all individuals, of whatever category, 
receive a measure of taxation relief in respect of their 
National Insurance payments and may expect to receive 
an Old Age Pension which will be taxable income. The 
Society regards this as something in addition to the arrange- 
ments and proposals considered in this memorandum. 


EMPLOYEES WHO ARE MEMBERS OF RETIRE- 
MENT BENEFITS SCHEMES 


g. The application of the general principle to pensions 
schemes set for employees gives rise to no difficulties. The 
question of transitional arrangements is considered below. 


10. One exception to the general principle is suggested : 
that is, when the provision for retirements is made in the 
form of a whole life or endowment policy and the lump sum 
is payable as a lump sum to the retiring employee. In sucha 
case it is suggested that : 


(2) The employer’s contribution will be allowed for 
Schedule D purposes but will be regarded as Schedule 
E income of the employee, who will receive life 
assurance relief. 

(6) The employee will receive life assurance relief in 
respect of his own contributions. 

(c) ‘The life of the assurance company will continue to be 
taxed and at the existing lower rate. 


(d) The benefit secured by the policy will not be taxable ~ 


when received. 


11. The adoption of the general principle will mean the 
imposition of tax liability on lump sum benefits, subject to 
the exception in the preceeding paragraph. It is best, both 
for the Revenue and for the taxpayer, that the whole of 
this tax liability should be collected at once, yet to aggregate 
the lump sum with the income of the year of receipt would 
be inequitable, having regard to the sur-tax consequences. 
It is therefore proposed that the lump sum should be 
separately taxed as a non-aggregable item of income of the 
year of receipt. It will not form part of the taxpayer’s total 
income for the purposes of the Income Tax Acts and, for 
example, will not be available for Section 34 relief or to 
cover charges. 

In proposing a formula for the taxation of the lump sum, 
the Society has aimed at a result more or less equal to the 
total tax that would be paid year by year if the annual 
equivalent of the lump sum were added to the taxpayer’s 
annual income after retirement. 

The formula suggested is as follows : 


(a) Divide the lump sum by the recipient’s expectation of 
life in years at the time of receipt. Expectation of life 
here has regard only to the taxpayer’s age and sex 
and not to his personal state of health. 


(6) Compute the income tax, including sur-tax, that 
would be payable on this sum if it were added as 
earned incomé and as the highest slice of income to 
the individual’s total income of the year of retirement, 
there being first excluded from total income any 
remuneration from the employment from which the 
retirement has occurred, but there being included in 
total income a full year’s pension, if any, from the 
same employment. 

(c) Multiply the tax ascertained in (6) by the number 
taken as the expectation of life in years. 


Examples to show the operation of this formula are given 


- inan Appendix. 


12. The Society proposes that an employer who makes a 
lump sum back-service payment or deficiency payment 
should have an option for Schedule D purposes : 


(a) of having the whole sum allowed when paid, or 
(6) of having it allowed on a forward spread, as at present. 


The logical treatment would be to spread the sum 
backwards over the period when the back-service was 
rendered, as was permitted for the purpose of excess profits 
tax by proviso (i) to Section 23 (1) of the Finance Act, 1943. 
There are, however, natural administrative objections to the 
reopening of computations for a substantial number of past 
years, and this recommendation is not made. The recom- 
mendation does, however, apply to back-service and 
deficiency payments, irrespective of the nature of the 
retirement benefits scheme. 


13. If the general principle recommended above becomes 
law for new retirement benefits schemes, the Society has no 
rigid views regarding transitional provisions for existing 
schemes. The possibilities appear to be : 

(a) To leave the existing schemes to be dealt with under 

the legislation as it exists at the present time. This 
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would be a source of confusion and would be inequit- 
able in debarring many employees from taxation 
relief in respect of their own contributions. 

(6) To require all existing schemes to be dealt with in 
accordance with the new legislation as from a stated 
date. This would also be inequitable, in that it 
would impose tax liability on a lump sum that may 
have been provided by contributions made mainly 
before any relief for such contributions became 
available. 

(c) Possibly arrangements might be made to allow 
members of existing schemes to obtain the best of 
both worlds. 


Many pension funds will themselves solve this problem 
by amending their constitutions. 


ALL OTHER INDIVIDUALS HAVING EARNED 
INCOME 


14. The self-employed person has at present no means of 
providing a pension for his old age on terms as favourable 
as those afforded to a member of a pension scheme. In 
suggesting arrangements to meet this need, the Society 
has borne in mind :; 


(a) that its proposals must not involve a greater loss of 
revenue than the Chancellor of the Exchequer can 
reasonably be expected to contemplate ; 

(6) that the proposals, before becoming effective, must 
be acceptable to the Legislature ; and 

(c) that the proposals must be as simple as possible and 
not susceptible to abuse. 


With these considerations in mind, the Society puts 
forward the scheme set out in the following paragraphs, and, 
for reasons which will be stated, it proposes that the scheme 
should be extended not only to self-employed persons but 
also to employees to whom no retirement benefits scheme is 
open and to controlling directors. In other words, the 
scheme should be open to all individuals having earned 
income but who are not employee members of retirement 
benefits schemes. For brevity, individuals in this category 
are referred to as “‘ non-members.” 


15. A non-member should be permitted to deduct from 
his total income for income tax and sur-tax, payments, 
whether single of recurrent, made under contracts to secure 
a pension for life (or for the joint lives of the individual and 
his wife), payment of the pension to commence not earlier 
than age 60 (or, in the case of joint lives, on the earlier 
death of the husband). 


16. The whole of such a pension, when payable, should 
be taxed as earned income so long as received by the 
individual or his surviving spouse. . 

If the right to the pension is sold or surrendered, there 
will be tax liability on the lump sum, as provided in para- 
graph 18 below. If the right to the pension is given away, 
the non-member has nothing left on which to be taxed, and 
the pension will be taxable income, though not earned 
income, of the recipient. 


17. The investment income from the funds accumulated 
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under the proposals should be exempt from income 1 x 59 
far as it is allocated to pensioners. 


18. Sums received by a non-member on the sale or 
surrender of a pension contract should be taxed 0. the 
formula in Paragraph 11 above, except that no income 
would be excluded from the calculation of total income. 
Examples to show the operation of this proposal are given 
in an Appendix. 


19. Some limit must be placed on the amount of such 
relief available to any one individual. To limit the amount 
by reference to income immediately prior to retirement, as 
for employees in pensions schemes, would be impracticable 
for self-employed persons with fluctuating profits. It is 
suggested, therefore, that the limitation should be applied on 
a year to year basis. 

Relief in any year under this head should be limited to a 
stated percentage of the claimant’s earned income of that 
year. The limit suggested is 15 per cent. of earned income. 
This is suggested as a common percentage of salary for the 
total of employer’s and employee’s contributions in pension 
funds. A non-member whose earned income is subject to 
marked fluctuations might find it more convenient to take 
out not a single pension contract with annual payments but 
a succession of fully paid-up pension contracts, the con- 
sideration for each one being a single payment. By applying 
the limiting fraction to earned income, the person who is not 
working at all is excluded from relief. 

The limit should be applied to earned income : 


(a) excluding wife’s earned income—the wife would be 
entitled to similar relief in her own right for similar 
contracts effected by her—but 

(6) including any earned income from employments not 
carrying retirement benefits (e.g., director’s fees 
received by a practising accountant), but excluding 
any earned income from employments that do carry 
retirement benefits. 


For earned income relief purposes the proposed allowance 
would be deducted from earned income, as are super 
annuation contributions, and not primarily from investment 
income. 


20. It has been recommended that this relief should be 
available to an employee in a job having no pensions scheme. 
It is recognised that the cause of his present position is not 
failure of the taxation Statutes to make relief available but 
failure of his employer to initiate a pensions scheme. 
Nevertheless, as he is unlikely to be in a position to induce 
his employer to start a pensions scheme, it is felt that it is 
equitable that relief should be available to him on the same 
terms as to a self-employed person. 


21. The Society considers that the present distinction 
between controlling directors and other employees should 
continue, and that the same relief on the same terms should 
be available to controlling directors as is available to sel 
employed persons. It has been noticed, however, that at the 
present time individuals are regarded as controlling 
directors who are nothing of the sort, both 

(a) statutorily, when, for example, the employee 

placed on the board of directors and is sold ove! 
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5 per cent. of the shares but is completely subservient 
to the “ family ” directors ; and 

(0) without statutory sanction, as when a young man is 
regarded as a controlling director (not, of course, for 
profits tax), who has a seat on the board but little or 
no shareholding but who might conceivably inherit 
shares in the future. 


If the relief suggested for self-employed persons is also 
available for controlling directors, there will be less hard 
feeling over the definition of “ whole-time service directors.” 
No change in the definition is recommended, but it is 
emphatically recommended that for retirement provision 
purposes the whole definition should be made statutory. 


22. It is recognised that the pension contracts suggested 
in the foregoing proposals will in many cases be placed with 
life assurance companies. On the other hand, it is not 
essential to the scheme that the business should be operated 
by the Life Offices, and the Society regards it as possible 
that business of this nature should be conducted by pro- 
fessional and trade associations on behalf of their members, 
so long, of course, as the association is large enough for the 
arrangements to be actuarially sound. It is recognised that 
if taxation relief is to be obtained from the Legislature it is 
only reasonable to expect that a condition will be im 
that the saving must be placed outside the control of the 
individual in question until old age arrives. 


23. No relief is proposed in respect of profits ploughed 
back into a business. That problem can be alleviated by 
company formation except in the professions, where the 
problem of building up business reserves is less acute. The 
aim of this memorandum is not that of the provision of 
business reserves but that of the provision for the old 
age of individuals. 

24. It has been pointed out that civil servants and similar 
employees receive a lump sum, free of tax, in addition to a 
pension. This is not in accordance with the general principle 
suggested by the Society, which is the gravamen of the 
present recommendations. If this principle is approved it 
will become a matter for consideration as to whether any 
retirement benefit arrangement should be allowed to persist 
which contains elements not consistent with the basic 
principle. The alternative is to attempt to introduce into all 
retirement benefits schemes an element of benefit not subject 
to taxation similar to that authorised by the Finance 
Act, 1947. 

25. A man who is already of ripe middle age will obtain 
less benefit from the proposals than a man who is only now 
starting his working life. This appears to be an inevitable 
feature of the transition period but the Society would suggest 
that this transitional problem might be remedied by allow- 
ing a higher percentage than 15 for those individuals who 
are over a stated age when these proposals come into 
operation. 


26. As it is part of the proposals for the non-member that 
the investment income of the accumulated funds should be 
free of income tax so far as it is allocated to policyholders, 
the same exemption should be given to the income of the 
pension fund moneys of employee schemes, irrespective of 
the nature of the scheme. 


27. During the course of his working life, an individual 
may move from the category of “‘ member ”’ to that of “‘ non- 
member,” or vice versa. 

If he leaves an employment having a retirement benefits 
scheme, he may receive a refund of his own contributions. 
This refund would be taxable as a lump sum on the formula 
in Paragraph 11, unless it were used, within a reasonable 
time, to initiate a pension contract of the type suggested for 
non-members. 

If an individual moves from the category of “‘ non-mem- 
ber ” into that of “‘ member,” he will have to decide what 
to do with his existing pension contracts. If he converts them 
into fully paid-up contracts for a smaller amount, no 
taxation problem exists. If he sells or surrenders the con- 
tracts, the recommendations already made provide for 
taxation of the proceeds. If he decides to continue making 


. payments under the contracts, he will obtain no taxation 


relief. If, on moving into the category of “‘ member,” he is 
required to make an initial payment into the retirement 
benefits scheme associated with his new employment, he 
will obtain immediate relief for that initial payment, in 
accordance with the general principle. 


PURCHASED ANNUITIES 


28. An annuity purchased by instalments by a non-mem- 
ber is the subject of relief in the recommendations already 
made. Annuities may also be purchased : 


(a) by instalments by employees who are also members of 
retirement benefits schemes ; and 

(b) by single lump sum payments by individuals of any 
category and, in particular, by employees who on 
retirement may receive a lump sum benefit and spend 
what is left, after paying tax in accordance with the 
formula in Paragraph 11, on the purchase of an 
annuity. 


_ To conform with the general principle that tax should be 
levied at one end or the other but not both, and not on the 
intermediate income, it is proposed : 


(i) That no tax relief should -be available for sums, 
whether lump sums or instalments, spent on the 
purchase of annuities, except where the contract is 
available for relief to a non-member under the 
proposals already made. 
(ii) The annuity fund should be exempt from taxation on 
its investment income allocated to policyholders. 
(iii) Only the interest element in each instalment of the 
annuity should be taxed, without distinction between 
annuities certain and annuities for life, again with the 
exception of pensions purchased by non-members 
under the proposals already made. 

(iv) A sum received on sale or surrender of the annuity 
should not be taxed, again with the same exception. 


CONCLUSION 


29. It has been the aim of the Society to set out its 
recommendations as simply as possible and in the form of 
general principles, without necessarily covering all the 
special cases that may arise. Similarly, the Society has 
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stated that conclusions to which it has arrived in the course Further tax on notional annual 


1/25th of £1,500 = £60 


of its discussions without, in general, mentioning the reasons equivalent : 
leading to those conclusions, but the reasons can, of course, Notional sum . £800 
be given by way of oral evidence should the Committee mone Wee ae s ght 
so desire. Tax on os .. 640 é fa £253 0 9 , 
Sur-tax on 340 @2/- 34 0 6 
aeeeuauat Sur-tax on 460 @2/6 57 w 9 
EXAMPLE A 
A retires from salaried employment on December 31, 1950. £379 10 © ; 
His salary was £2,000 per annum. He receives a lump sum of a his 
£15,000 but no pension. He is 65 years of age and his expectation Tax to be paid on lump sum : pes 
of life is (say, for convenience) ten years. 10 X £379 10 = £3,795 | 
His statutory total income for 1950/ és is : —= I 
Salary (9 months) - -. £1,500 
Residence : 60 EXAMPLE C 1 
Dividends, self and wife 35° C retires from factory employment on December 31, 1950. His 1 
wages were £10 per week. He receives a lump sum of £1,000, but 
£1,910 no pension. He has no other income except a State pension of 
Notional annual equivalent of lump sum : a aerate oman from st January, 1951. His expectatione! 
1/1oth of £15,000 = £1,500 : . ae 
Tax on Ae thos of year of retirement, excluding salary but Hila statutory satel inceane for sgge/'5t is : 
including a full year’s pension (if any) : Wages (39 weeks) + -- £390 1 
Income as above oe £410 State pension (13 weeks) .- 27 
Personal allowance . £180 a 
Taxon .. 50 @ 2/6 £417 
oe st ae on nitions pare Os/ Notional annual equivalent of lump sum : 
annual equivalent : 1/1oth of £1,000 = £100 s 
Notional sum .. £1,500 Tax on income of year of retirement, excluding wages but 
Earned income relief . . £300 including a full year’s pension (if _— 
Taxon .. 20 @ 5/- £5 00 Income .. . £27 - 
Taxon .. I ,180 @ 9/- 531 0 Oo Earned income relief oe ee 6 
pt Personal allowance (part) 7” 21 in 
£536 0 o 1 
Further tax on notional annual eigen 
i : Notionalsum .. o £100 ave 
ae pe £596 = £5,360 Earned income relief. . Ws 20 } 
ont Personal allowance (part) ot 80 of 1 
of t 
EXAMPLE B There is no tax liability on the lump sum. > ik ren 
i i Note: A full year’s State pension is not brought into the , 
Deg ee ae 
£8,000 and a pension of £1,200 per annum. He is 65 years of age has occurred. In examples A and B there is no State 7 
and his expectation of life is (say, for convenience) ten years. pension unless the taxpayers were voluntary a | 
His statutory total income for 1950/51 is is : prior to July, 1948. 
Salary (9 months) £1,500 
mamas (3 months) . és 300 EXAMPLE D 
Residence... iP 60 D, whose business is passing through difficult times, surrenders I 
Dividends, self and wife goo his pension contract for £1,500 when his expectation of life is 
twenty-five years. 
£2,760 His statutory total income of the year of surrender is : I 
— Business profits . . —e 
Notional annual equivalent of lump sum : Wife’s wages 104 D 
1/1oth of £8,000 = £800 ta 
Tax on income of year of retirement, excluding salary but £294 
including a full year’s ‘aaa — 
Income .. , . £2,160 The tax position on this income is : 
Earned income relief .. ae £59 
Earned income relief 240 Wife’s earned income relief .. 83 
Personal allowance 180 Personal allowance (part) ad 152 
Tax on 50 @ 2/6 eines 
Tax on 200 @ 5/- £294 
Tax on 1,490 @ 9/- — 
Sur-tax on 160 @ 2/- The notional annual equivalent of the lump sum is : 
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108 ; 


>. His 
0, but 
ion of 
tion of 


s but 


The ‘2x thereon is : 


Ezrned income relief +s ans 
‘Personal allowance (balance) .. 28 
Taxon 20@2/6 £2 100 


Tax ‘o be paid on lump sum : 
25xXf£2 10 = £62 10 
_ EXAMPLE E 
Esurrenders his pension contract in order to put more capital in 
his business. He received £1,500 when his expectation of life is 
twenty-five years. 
His statutory total income of the year of surrender is : 
Business profits .. .. £2,200 
The notional annual equivalent of the lump sum is : 
1/25th of £1,500 = £60 
The tax thereon is : 


Income tax . . .. £60 @9/- £27 0 o 
Sur-tax . £60@2/- 6:00 
£33 0 0 
Tax to be paid on the lump sum : 
25X£33 = £825 


Taxation Notes 


Elementary (?) Principles—and Arithmetic 
ADVISING PRIVATE COMPANIES TO-DAY IS COMPLEX. 

Let us take a not uncommon type of case, simplified to 
avoid ““ preceding year ” complications. 

Mr. Adam is the controlling director owning a majority 
of the share capital of a private company, taking the bulk 
of the profits (after paying whole-time service directors their 
remuneration) as directors’ emoluments. 


The tax es is as follows : 


Profits £5,000 
Add Directors’ remunera- 

tion... _ ae 15,000 

20,000 

Deduct 15% do. 3,000 


£17,000 at 30% £5,100 
Net relevant distribution 12,000 

Non-distributive relief ... 5,000 at 20% 1,000 
Profits tax ... £4,100 

Profits ... £5,000 

Less Profits tax 4,100 

£900 

Income tax at gs. £405 


Sur-tax payable by Mr. Adam : 


° ft, &- @ 

On first £2,000 ... _ aye nil 
On next £3,000 ... sae son 512 10 0 
» een Fat oe 275 0 O 
» £2,000... aa Fok: 650 0 Oo 
» £2,000... ‘aa Jor 750 0 0 
—— fn iat on 850 0 Oo 
» £93,000... oot 1,425 0 O 
£15,000 £4,462 10 0 


Ignoring personal, etc., allowances, which do not affect 
the principles, the tax position is : 


Company pays : Profits tax £4,100 
Income tax... 405 
£4595 
Mr. Adam bears : Income tax at 9s. £6,750 
Sur-tax 4,462 
11,212 
£15:717 
The company has left £495 
Mr. Adam has left 3,788 
£4,283 
Had Mr. Adam reduced his emoluments to £10,000 the 
position would have been : 
Profits tax: Profits plus 
’ directors’ remuneration 
as before £17,000 at 30% £5,100 
NEBR. «+ 10,000 at 20% 2,000 
: Profits tax ... £3,100 
Income tax (£10,000 — £3,100 =) £6,900 at gs. = 
£3105 


Sur-tax on £10,000= £2,187 10 0 

Income tax do. = £4,500. 

Summary : Company pays £6,205, leaving £3,795 
Mr. Adam pays £6,687, leaving £3,313 


£12,892 £7,108 
The position is that the extra £300 
distributed costs in sur-tax £2,275 
And in profits tax Seco at at 20 per 
cent =)... ... £1,000 
Less Income tax thereon oe — 450 
55° 
£2,825 


But Mr. Adam gets net only an additional £475- 
Similar principles apply at lower and at higher income 
levels. : 
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Husband and Wife 


Some sample examples are appended, showing the position Income 
that can arise in representative cases where restrictions E.LR. £240 
have to apply to one spouse or the other. P.A. 180 
Example I (see below) Child - 60 | 
By separate assessment the wife would lose allowances ee 0 
of : ' ee @. ~ 
L110 — £88 = £22, which at gs. 9 18 o £729 
£25 at 6s. 6d. 8 2 6 — 
aa -_ : _ £50 at 2s. 6d. 6 5 9 
£160 — £90 = £70, which at 4s. 14 0 0 F -~atoes os : 
£32 0 6 £470 at gs. 211 10 9 
Separate assessment is inoperative ; the wife must only £267 15 0 
pay £46 5s. The husband has to pay £235 14s. 6d. + — 
£32 os. 6d. = £267 15s., being the full tax on his own + Example II 
income (see next column). In this case, the wife obviously gets more allowances 


Example I Total Husband Wife 


a a ie ~@ fe *, @ 
Earned income or ‘ea .. 1,600 1,200 400 
Earned income relief ne we 320 240 80 


£320 


Personal allowance ... .. £180 ° 
Additional personal allowance 110 
Child allowance __... ome 60 


—_——— *350 262 88 


£232 

*£100 at 2s.6d.... se Ses 12 10 0 (£75) 9 7 (£25) 3 2 6 
* £360 at 5s. ‘it i (£270) 67 10 (£90) 22 10 oO 
£470 at gs. (£353) 158 17 (£117) 52 


i-2) 


$ 
° 
° 
° 


£235 14 


* Apportioned in ratio g60 : 320 


(£50) 6 50 
(£160) 40 0 0 


Wife’s “ sole” 
position 
£ ad 
400 

80 


£210 


£45 5 0 


Example II / Total Husband Wife 


ras , 4.2% c @, fo 
Earned ks ema one am 740 240 500 
E.I.R. ‘ee ae eas ‘le 148 48 100 


Unearned 


aa ee om 
A.P.A. ii iid a 110 
Children 


(192 : 448) 


£230 £69 £161 


£50 at 2s. 6d. mma i sie 6 5 Oo (£15) 1 17 6 (£35) 4 7 6 
£180 at 5s. i sia aa 45 0 O (£54) 13 10 Oo (£126) 31 10 Oo 


£15 7 6 £35 17 6 


~ Wife alone 
£ sd 


500 
100 


£290 
“ 
200 

But see below 


es a FP 
Eat 
El 
; Un 
. PA 
AP 
Chi 
fu 
: A ee 
ee 
unc 
allo 
pnpinmniiliins asitidiidiiamés an Se > exci 
£1,280 £960 | £320 ee 
ee BL. 
rx a ee — — PA 
az AP 
me Chi 
£314 0 0 im 6 £78 5 6 Pe - 
PO re . ee —— —_—— ‘ 
SE EE PEE Tr TN aa as dr eT TN, 
| ee P| Exa 
H 
. | Pers 
592 192 400 400 
ie a PR da Pg 48 48 
640 192 448 
ine 
Ee Ss aie ae a 123 - 2967 
ee . 
MILES ES ——————— Sa ae redy 
: | £51 5 0 ee ) - 
: ———Saaees es EE 
? 110 ; 


s. d, 


| ou 
oo 


uo 
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s. da 


slow 


Example III Total Husband 
L' a. & fs 4 
Earned 740 500 
E.LR. +148 100 
592 400 
Unearned 
640 400 
PA. _ £180 
AP.A. 110 
Children 120 
—— 410 256 
£230 £144 
£100 at 2s. 6d. 12210 o (£63) 717 6 
£130 at 5s. 32 10 o (£81) 20 5 O 
£45 0 0 £28 2 6 


~ (£37) 
(£49) 


If no separate assessment 


Wife Husband Wife 
fs & rs. xe © 
_ 240 500 240 
48 100 48 
192 pd oe 
48 48 
240 448 192 
110 
_154 ne 
£86 £148 £82 
412 6 (£50) 6 5 0 (£50)6 5 © 
12 5 0 (£98) 24 10 oO (£32)8 0 o 
“£1617 6 £30 15 0 £14 5 0 


under separate assessment. The state of the reduced rate 
allowances should be noted, however, as they cannot 


exceed those available with no apportionment. 


Husband Wife 
Earned Income £240 £500 
Unearned 48 
£288 
ELR. ... bat sé £48 £100 
- aa oi oo ieee 
AP.A. ... ve: sii 110 
Children ase S. 120 
£300 £240 £288 £60 270 
£230 


Chargeable £50 at 2s. 6d. and £180 at 5s. 
The husband has no income to attract reduced 
relief. 
Example III (see above) 
Here the wife benefits to the extent of : 
Personal allowances £154 — £110 = £44 


rate 


rs. & 
Tax saved £19 at 2s. 6d. 112 6 
£31 at 5s. 715 0 
£9 7 6 

wa é 

Reconciliation : Separate tax . 1617 6 
Tax on unearned, fe 

at 5s. ; . 120 @ 

Tax on earned 417 6 

Tax saved 9 7 6 


Tax ifnoapportionments £14 5 0 


Here it is important to note that some of the husband’s 
reduce! rate allowance is available against the wife’s 


unearnec’ income. 
Yet we seek simplification ! 


Private Use of Motor Cars 


The arrival at reasonable results in the case of cars which 
are partly used for private purposes is a matter. of com- 
promise, but it is suggested that the following is a reasonable 
method of approach : 

Car bought May, 1946, for £1,500. Taken into business 
use in July, 1948—established business making up accounts 
to December 31 annually. Car sold in March, 1950, for 


£1,250. 
Proportion 
private use Dis- 
Allowed agreed (as allowed 
£ £ percentage) £ 


Cost May, 1946 .. 1,500 
Notional allowance 
1947-48 © 375 100 375 
£1,125 
do. 1948-49 281 100 281 
844 
Allowances 
1949-50 soi 211 158 25 53 
£633 | 
do. 1950-51 158 142 10 16 
£475 £300 £725 
Proceeds ... 250 : 
clad } 300 
Balancing charge £775 X omen £227 (1951-52) 


It is submitted that to apportion in the proportion that 
the capital allowances granted bear to the total (actual) 


allowances gives justice. 4 
II 


| 
_Z ) 
. ‘ 
5 0 
0 0 
10 9 4 
15 0 | 
—— 
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Recent Tax Cases 


By W. B. COWCHER, o.B.£., B.utrrr., Barrister-at-Law 


Excess profits tax—Income tax—Preferential 
payments in bankruptcy—Limitations of Inland 
» Revenue priority—Bankruptcy Act, 1914, Sec- 
tion 33—Finance Act, 1937, Fifth Schedule, 
Part III, paragraph 5—Finance (No. 2) Act, 
1939, Section 21(2). 

In re Pratt : ex parte C. I. R. v. 
Phillips (C.A., October 23, 1950, T.R. 293) 
was dealt with in the article on “* Preferential 
Claims” in our issue of January (pages 
g-10). The Court of Appeal reversed the 
decision of the Divisional Court, reported 
in these notes in our issue of December, 
1950 (pages 439-40). A point to be noted 
is that in the Court of Appeal it was held 
that, as regards income tax and Excess 
Profits Tax, whilst the Crown had the choice 
of years prior to the receiving order, it had 
a separate choice for each tax. 


Estate Duty—Group- pension scheme—Insurance 
policies providing ensions—Option to obtain 
pension for surviving wife on death of pensioner 
in consideration of smaller pension—Aggrega- 
tion—Finance Act, 1894, Sections 1, 2 (1) (d), 4. 

In re Payton : In re Austin Motor 
Co., Ltd., (Ch., December 7, 1950, T.R. 
351) was one of those cases which have 
greater social than fiscal interest. Mr. 
Payton had been chairman and managing 
director of the Austin Motor Company 
Limited. Under two group pension policies 
effected by the company with the Legal 
and General Assurance Society, Ltd., he 
became entitled under each policy to a 
pension during his life but had exercised 
an option in each of the policies whereby 
a smaller pension was to be paid to him 
and, if his wife survived him, as she did, 
payments of the like amount were to be 
made to her during her life. It was conceded 
that, as the benefits to the widow had been 
purchased or provided by the husband, 
estate duty was payable. But while the 
Crown contended that there was only one 
pension enjoyed by the two recipients 
in succession and that duty was therefore 
payable under Section 1 of Finance Act, 
1894, on the basis of property passing, for 
the plaintiff it was claimed that her pension 
was a separate pension only caught by 
Section 2 (1) (d) of the Act and, as her 
late husband never had an interest therein, 
the exemption from aggregation contained 
in Section 4 of the Act applied. The main 
argument for the Crown was based upon 
the clause in the policies whereby a member 
could require that any pension benefit 
payable to him should be paid after his 


death to his surviving widow for her life. 
If this had been the only factor in the prob- 
lem, there would have been no doubt 
what would have been the finding of the 
judge. Counsel for the plaintiff, however, 
put up an argument which caused Wynn- 
Parry, J., in view of the terms of the policies 
and their legal effect, to decide that the 
case was not one within Section 1 of Finance 
Act, 1894. 

It is a general principle of English law 
that only the parties to a contract can sue 
on it and that, unless a trust is created, a 
third-party beneficiary has no rights of 
action. Here the contracts were between 
the assurance society and the Austin Co. ; 
the latter were the grantees ; but there was 
in respect of each policy a declaration of 
trust whereby the Austin Co. was to hold 
the policy upon behalf of the beneficiary. 
As a consequence, in case of default by the 
assurance society, it was the company 
which would have to sue upon behalf of the 
pensioner, with the result that all the 
deceased had during his life and all that his 
widow would have after his death were two 
separate rights to call upon the company to 
enforce the policy covenants by suing the 
assurance society. These rights being 
separate, the judge held that there was 
no “ property passing” so as to bring the 
matter within Section 1. 


Income tax—Service agreement—Remuneration to 
be paid “‘ without any deduction and taxes which 
will be borne by the association ”’— Whether 
stipulation enforceable—Income Tax Act, 1918, 
General Rule 23 (2). 


Jaworski py. Institution of Polish 
Engineers in Great Britain, Ltd. 
(C.A., October 30, 1950, T.R. 399), was 
noted very fully in our issue of December 
last (page 438), because a decision of general 
importance—but one which was manifestly 
erroneous—had been given in a private 
action, and it seemed unlikely that the 
matter would be taken to appeal. The 
unexpected did, however, happen and a 
unanimous Court of Appeal has reversed 
the decision of Finnemore, J. The only 
judgment was given by Somervell, L.J. 

In the lower Court no reference was 
apparently made to the position created by 
the Income Tax (Employments) Act, 1943, 
under which the deduction of tax from 
emoluments is made compulsory. It was 
now pointed out that an agreement by an 
employer not to deduct tax would be illegal 


_L.J.’s judgment regarding the applicability 


under Section 1 of the Act and there would 
be no need to resort to Rule 23 (2) of the 
General Rules. In the case before thom, the 
Court held that the wording of the agree. 
ment meant that the remuneration was to 
be “ £20 plus whatever sum is necessary to 
leave that available to me after you have 
borne the taxes.” Application of the Rule 
In re Pettit (1922, 2 Ch. D. 765), whercby the 
employee would have to account to the 
employer for any reliefs he might be entitled 
to because of not being liable to tax at the 
standard rate, was a thing which the Court 
“would have been loth to do” because 
“an employer would be very unlikely to 
contract on the basis that the employees 
would have to repay to him ” those sums. 
Having so interpreted the wording of the 
agreement, it was unnecessary to decide 
whether Rule 23 (2) was applicable ; and 
the Court’s observations upon this point are 
therefore obiter. They were, however, sub- 
stantially in accordance with the views 
expressed in the writer’s previous note and, 
in particular, attention was drawn to the 
fact there mentioned regarding the House 
of Lords’ decision in North British Railway 
Co. v. Scott (1923, A.C. 37, 8 T.C. 332), 
where no one suggested that the company’s 
contract not to deduct tax was void under 
Rule 23 (2). The final words of Somervell, 


of the Rule to agreements for payment of 
remuneration were : 
as the learned judge decided it was applicable, 
we thought it right to express our doubts on 
this point. 


Estate Duty—Life policy—Thirty-seven yearly 
premiums paid, thirty-one by the deceased and th 
last six by the deceased’s son—Policy included in 
deceased’s marriage settlement—Disentailing deed 
and, later, a deed of appointment under which 
policy held by trustees in trust for son absolutely— 
Death of deceased more than five years after deed 
of appointment— Whether policy kept up wholly 
for the benefit of a donee— Whether a proportion of 
the policy moneys liable to Estate Dutyp— Whether an 
interest purchased or provided by deceased 
accruing or arising on the death of deceased— 
Customs and Inland Revenue Act, 1881, Section 38 
—Customs and Inland Revenue Act, 18, 
Section 1:—Finance Act, 1894, Section 2 (1) (¢); 
2 (1) (9)—Finance Act, 1939, Section 31. 
D’Avigdor-Goldsmid ¥, C.1.R. (Ch. 
December 20, 1950, T.R. 391) was an 
important case of complicated facts, but the 
issues were comparatively simple. The 
deceased, Sir Osmond Elim d’Avigdor- 
Goldsmid, had died on April 14, 1940. In 
1904 he had executed a policy on his life in 
respect of which £48,765 became payable 
on his death. The plaintiff, his son, alleged 
that no duty became payable on deceased's 
death in respect either of the policy, i.c., the 
contract, or of the policy moneys. Alter 
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natively, he claimed that only a proportion 
was -ubject to duty, calculated by reference 
to tic facts of the premium payments. 

I. 1907 the deceased was married and in 
the same month he had executed a marriage 
settlement. The policy of 1904, which was 
one of £30,000 with profits, was included in 
the .cttlement. The deceased covenanted 
to pay the premiums on the policy. Sub- 
sequently, the provisions of the settlement 
were altered in 1928 by a private Act of 
Parliament ; there were in 1930 a deed of 
appointment, two other deeds and a re- 
settlement and, finally, in 1934, a deed of 
appointment whereby the plaintiff became 
absolute beneficial owner of the policy. Up 
to the date of this last deed, the deceased 
had paid the premiums, four before the 
marriage settlement and twenty-six there- 
after, thirty-one in all. On becoming 
beneficially entitled to the policy, the 
plaintiff could have surrendered or sold the 
policy, but he had preferred to keep it up 
and continued to pay the premiums. The 
Revenue claimed under two heads. Under 
Section 2 (1) (c) of Finance Act, 1894, read 
as therein directed with Section 38 of 
Customs and Inland Revenue Act, 1881, 
and Section 11 of Customs and Inland 
Revenue Act, 1889, it was claimed that a 
beneficial interest passed or accrued by 
survivorship and that as the policy had been 
kept up by the deceased wholly for the 
benefit of a donee, namely, the plaintiff, 
duty was payable “in proportion to the 
premiums paid by him where the policy is 
partially kept up by him for such benefit.” 
In regard to this contention, Vaisey, J., 
held that he was bound by Lord Advocate v. 
Fleming (1897, A.C. 145), in which Lord 
Herschell, L.C., had held in substance that 
it was an abuse of language to suggest that 
a policy was kept up wholly or partially for 
the benefit of a donee before the donee 
qué donee existed. He, therefore, held that 
the “ donee ” for the purposes of Section 11 
of the Act of 1889 was the ultimate donee. 
He refused to accept the Crown’s argument 
that the whole life of the policy was to be 
looked at. As regards the claim under 
Section 2 (1) (d) that a beneficial interest 
accrued or arose on the death of the 
deceased he held that the property assigned 
was the policy, i.e., the contract of assurance, 
and he held himself bound by the Court of 
Session’s decision in Lord Advocate v. 
Hamilton’s Trustees (1942, S.C. 426, 21 
A.T.C. 253). There was, he said, in effect, 
no dilference between the gift of the policy 
and any other absolute gift and it having 
been made more than five years before the 
death there was no liability to estate duty in 
respect of any part of the policy moneys. 

His lordship observed that the decisions 
On the subject.were not easy to reconcile ; 
but <:e conclusions reached by him would 
scem. to be both logical and satisfactory. 


Estate Duty—Settlements—Securities tax-free so 
long as beneficial owners neither domiciled nor 
ordinarily resident in United Kingdom—Tenant- 
Sor-life ordinarily resident—Remaindermen ordin- 
arily resident abroad—Death of tenant-for-life— 
Whether securities exempt from Estate Duty— 
Finance (No. 2) Act, 1915, Section 47— 
Finance (No. 2) Act, 1931, Section 22. 

In re Smith’s Settlement Trusts 
(Ch., December 13, 1950, T.R., 355) was a 
case arising out of three settlements made by 
Robert Pratt Smith, who died on November 
20, 1915. Certain portions of the settled 
funds passed on the death in 1946 of the 
tenant-for-life, who was a United Kingdom 
resident, to persons some of whom were 
alleged to be resident in Australia. Amongst 
the settled funds were 3} per cent. War Loan 
1952 and 4 per cent. Funding Loan, both 
of which are securities exempt from estate 


duty so long as beneficially owned by persons * 


neither domiciled nor resident in the 
United Kingdom. The official view, as set 
out in the text-books, is that in such a case 
regard must be had, on the death of an 
absolute owner or a tenant-for-life, to his 
domicile or ordinary residence, and as, here, 
the tenant-for-life was resident in the United 
Kingdom, it was contended that the 
exemption did not apply. As regards a case 
relied on in support of the claim to duty, 
In re Demaresto Settlement Trusts (1940, Ch. 
667, 19 A.T.C., 549), Danckwertz, J., held 
that it was useful as showing that the 
relevant Sections may be concerned with 
persons other than the original investor, but 
was otherwise of no assistance, the owner 
being the same person before and after the 
deceased’s death. (The gift to a resident 
donee by a non-resident donor having been 
made within three years of the latter’s 
death was so dutiable.) 

The Crown’s contention, as set out in the 
judgment, was that the death of the owner, 
the passing of the securities, and the liability 
to duty were simultaneous and that they all 
occurred at the moment of the death. 
Danckwertz, J., however, held that not 
until the death could there be any “ passing ”’ 
or any liability to duty : 

It is only when the person in question has 
expired, after the last breath has left the body 
of the person in question, that the property 

and the liability to estate duty then 


He held, therefore, that : 

though conceivably there is @ simultaneous 
occurrence from one point of view, there is 
some slight, almost imperceptible, period of 
time before the liability to estate duty arises 


and the new owners being non-resident, he 
held that the exemption applied. In support 


of his view, he referred to the judgment of 
Chief Baron Palles in the Irish case, Jn re 


Magan (1908), (1922, 2 I.R., 208), whose . 


conclusions were very 


The statutory exemptions were, of course, 
intended to obtain subscriptions to the 
issues from foreigners. Whilst, however, 
their effect as regards income tax has been 
made clear enough, it is otherwise with 
regard to estate duty. The decision in the 
present case is an extreme instance of a real 
result arising from an imaginary concep- 
tion ; and, as it must be of some importance 
to the Revenue, the latter may take the 
matter further. 


Estate Duty—Cesser of interest—Settlement— 
Trustees to keep up assurance policies on lives of 
father and son—Father no interest in policies on 
his life, having sold the same for full surrender 
value to trustees—Death of father—Policy 
moneys paid to trustees—Life interest in trust 
income continuing— Whether a cesser of interest 
on death of father due to cessation of assurance 
premiums—Finance Act, 1894, Sections 2 (1) (6), 
7 (7). 

In the case In re Brassey’s Resettle- 
ment (Ch., December 13, 1950, T.R. 361), 
under a deed of appointment and resettle- 
ment entered into between Captain Brassey, 
his son Hugo Brassey, and trustees, one of 
the provisions was that the last-mentioned 
should purchase from Captain Brassey for 
£11,000 or such larger sum as should 
represent the surrender value of certain 


policies on his life. Premiums were payable 


in respect of the purchased policies and the 
question was whether upon the death of the 
assured in 1946 there was, under Section 
2 (1) (6) of Finance Act, 1894, property 
deemed to pass which, by the Section, 
includes : 


property in which the deceased or any other 
person had an interest ceasing on the death 
of the deceased, to the extent to which a 
benefit accrues or arises by the cesser of such 
interest. 


Under the resettlement, Captain Brassey’s 
son, Hugo Brassey, had a protected life 
interest. Upon the father’s death, his widow 
became entitled to a jointure of £3,000 per 
annum but the son’s income benefited by 
the cessation of the premiums, whilst the 
remaindermen also derived an advantage 
thereby. It was, however, argued that there 
was no cesser of anybody’s interest by 
reason of the cessation of the premium pay- 
ments and, further, that Section 2 (1) (6) 
was not concerned with interests in remain- 
der but was aimed at interests in possession. 
Romer, J., held that in the event of the 
trustees failing to pay the premiums on the 
policies the remaindermen could have 
compelled them to do so. They had, 
therefore, an interest in the trust fund in 
this respect ; and, on the death of Captain 
Brassey, when the premiums ceased, there 
was a cesser of that interest whereby a 
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benefit arose to the extent of the premiums. 
He therefore held that, following West- 
minster Bank, Ltd. v. Attorney General (1939, 
Ch. 610; 18 A.T.C. 52), a right to insist on 
income being applied to premiums was a 
valuable ancillary right which conferred an 
immediate interest in the property from 


which the income was derived and that 
duty was payable upon the appropriate 
“ slice ” under Section 7 (7) of the Act. 

The decision is an interesting example of 
judicial reasoning on very slender material 
resulting in a conclusion which clearly 
carries out the statutory intention. 


The Student’s Tax Columns 


[The following notes on taxation a; ‘ear in 
other parts of this issue: Recommendaiions of 
the Chambers of Commerce, page 81; ctter to 
the Editor—Double Taxation Relief, pve &; 
New Rating Valuations, page 115; Double 
Taxation—Belgium, page 117.] 


BRIEFLY, ALL INCOME ARISING IN THE UNITED KINGDOM Is 
liable to United Kingdom income tax unless specifically 
exempted, no matter where the recipient of that income is 
resident. Likewise, all income of a person resident in the 
United Kingdom is liable to United Kingdom tax no 
matter where it arises. But in the latter case, domicil and 
residence will affect the basis of the assessment of income 
arising out of the United Kingdom. 


Domicil 


A person can have only one domicil at a time. It is that 
country which he regards as his natural home and to which, 
if absent, he hopes to return. An individual acquires a 
domicil of origin as soon as he is born: that of his father. 
This domicil of origin can be changed by the acquisition of 
a domicil of choice (which is a matter of evidence as to his 
habits of life, etc.), but if the domicil of choice is given up, 
the domicil of origin is automatically revived. Any argu- 
ment as to domicil is one for lawyers, not accountants. .The 
important thing is to remember what was said above—one 
domicil at a time ! 

A company is normally domiciled in its country of 
incorporation. 


Residence 


Residence is an entirely different matter. It is a combina- 
tion of physical presence and intention. A person can be 
resident in more than one country at the same time. 

A person who has not been resident in the United 
Kingdom, but visits it with the intention of staying, becomes 
resident at once. A person coming for a temporary purpose 
(e.g., to qualify as an accountant, barrister, etc., or to take 
a degree, etc.) not with a view of establishing residence, will 
be regarded as resident in any year in which in the aggre- 
gate he is present in this country for more than six months. 
“Year” here means year of assessment ; accordingly a 
person may be in this country from October 7, 1950, to 
October 4, 1951, and not be resident, since he is here less 
than six months in 1950-51 and in 1951-52. But if in either 
year of assessment he were here at some other time for two 
days or more, his aggregate would exceed six months and 
he would be resident. 


‘Emphasis must be placed on the words “ temporary 
114 


RESIDENCE 


A company is resident in the country from which it is 
controlled and managed, but may be resident in more than 
one country; this question is one requiring separate 
treatment. 


' “ Ordinarily Resident_’ 

Judges have found it difficult to distinguish between 
** resident ”’ and “ ordinarily resident.”” For our immediate 
first approach to the subject, it is probably enough to 
regard the difference as one of habit and intention. If it 
becomes part of a person’s habit of life to be physically 
present in the United Kingdom for a substantial time in 
each year, then he is regarded as ordinarily resident here. 
The Revenue regard a period of over three months in each 
year as substantial and after a person has spent over three 
months a year here for four years, they regard him as having 
formed a habit, and treat him as ordinarily resident for the 
fifth year onwards. 

The retention of a house available to be lived in is an 
important factor when a person formerly resident here goes 
abroad, or in the case of a person who visits this country 
from time to time. 

A person leaving this country must show intention to 
stay away, backed by some proof such as employment 
abroad, otherwise he will stand little chance of becoming 
non-resident until he has been away for a whole year. 

While the above treatment is a little superficial it is 


enough for our present approach. 
° 


Basis of Assessment 

Under Cases IV and V, a person not domiciled in the 
United Kingdom and a British subject not ordinarily 
resident in the United Kingdom are each chargeable on 
remittances to the United Kingdom, not on income arising. 
(The usual rules as to “ previous year basis ” and to new 
and discontinued sources apply, remittances taking the place 
of income arising.) 

Under Case V, if the income is from a trade, profession 
or vocation abroad or arises from any office, employment or 
pension abroad, the remittance basis applies also to that 
income arising to other persons resident in the United 
Kingdom. 

In this connection, it is important to note, however, that 
a business controlled from this country is resident here; 
it is not under Case V, but Case I. 
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FINANCE 


The Month 


Steel Vesting Effects 

AGAINST A BACKGROUND OF INFLATION AND 
rising prices events in the stock market 
during recent weeks have been dominated 
by the transfer of the bulk of the steel 
industry to Government ownership. Despite 
the efforts of the Conservative Opposition 
to defeat the Government on this issue, the 
market has behaved almost continuously as 
if what proved to be the outcome of the 
struggle was already decided. The operation 
has meant very considerable activity. The 
vested steel shares were freely offered and 
went to a discount at one time of over 3 per 
cent. on the take-over prices. The purchaser 
was, in effect, buying Steel stock, provided 
the vesting went through, and many 
institutions. took large amounts of steel 
shares as a back way into gilt-edged at low 
prices, even selling existing holdings of the 
Funds to do so. The result has been a fairly 
steady rise in equities, accompanied by a 
decline in fixed-interest securities, but with 
some rally in the latter as the selling of 
steel shares fell off and the discount was 
reduced. On vesting day the discount was 
about 1} per cent. and it was expected 
that the new Steel stock would stand at a 
similar discount, provided there was no 
surprise as to its terms and dates. 


The New Stock 

No surprise was provided, for the new stock 
isa 3 per cent. security issued at par and re- 
payable 1979-81. As the 3} percent. Treasury 
Stock 1977-80, issued to some of the colliery 
companies, had been attending a shade over 
par, after allowing for accrued interest in 
the quoted price, for some days, this could 
cause no comment. It was known, however, 
that despite very heavy selling of steel 
shares in advance of the actual transfer of 
ownership, the market had orders to sell the 
new Steel stock, to be called British Iron 
and Steel 34 per cent. Guaranteed, at best, 
which must have run into several millions 
at least. However, at any considerable 
discount there would be a large demand for 
such a stock from institutions which are less 
concerned with real, as distinct from money, 
Values than is the individual. The expec- 
tation was, therefore, that the business of 
switching from what had become a gilt- 
tdged holding into equities would continue 
forsome days. This occurred, but Steel stock 
went to 2 per cent. discount. 


Budget Shadows 


It has seemed probable for some time that 
once the activity associated with the steel 


in the City 


_ vesting was past the market might well run 


into a period of less activity with stationary, 
or possibly falling, prices. This prospect is 
somewhat increased by the foreshadowing 
of his Budget provided by Mr. Gaitskell 
in the course of the defence debate. There 
was little new in this except the figure of 
£140 million for stockpiling and the indi- 
cation that capital outlays for defence not 
included in the estimate figure would be 
substantial. But the repetition by a person 
with the responsibilities and powers of the 
Chancellor of even generally accepted facts 
has effects on the market. Probably, how- 
ever, the effect will be to increase the 
uncertainty which usually exists prior to 
the Budget and to make its results apparent 
in the market earlier than is usual. It may 
thus well be the case that present quotations 
for the general run of Ordinary shares will 
be at or near their top for the time being. 
Movements in the indices of the Financial 
Times between January 22 and February 21 
are as follow: Government stocks from 
107.08 to 104.75, fixed interest in general 
from 122.95 to 120.85 and Ordinary shares 
from 119.5 to 122.0 after being 122.6 on 


February 12. 


Norwegian Loan Disappointment 
February brought the announcement of the 
first loan project for a foreign Government 
since the war, that is, the first application 
to the investing public to support such a 
loan. The Government of Norway offered, 
through Hambros Bank, £5 million 4} per 
cent. (Shipping) stock 1961-66 at a discount 
of four points. Here was what appeared 
to many an attractive proposition, even 
when one had discounted the fact that 
certain political risks attached to the loan 
owing to the proximity of Russia. The 
money was required to finance the building 


of ships here and the ships would be 


security for the loan and were scarcely 
likely to fall into enemy hands. However, 
neither the relatively high flat rate nor the 
appreciable profit on redemption proved 
sufficient to attract more than half enough 
to cover the sum required, and the under- 
writers had to take up the other half. In 
the early days of dealing the price fluctuated 
between three and two discount and it looks 
as though it will be some time before a home 
has been found for the whole amount even 
at these figures. 

For those who hope to see restored the 
position of London as a centre of world 
finance, at long as well as short term, this was 
a disappointing experience. However, too 
much should not be made of this apparent 


failure.. It is difficult in these days to be 
sure how political events will run and with 
better luck the story might have been 
different. Nevertheless, it is evident that 
the number of people who are accustomed 
to considering the merits of such securities 
must now be small, and if it is in fact 
going to be necessary to provide a return 
over 44 per ctnt., including profit on 
redemption, the London market may well 
find that it has a formidable competitor 
in the International Bank, which would 
certainly lend more cheaply if it either had 
the sterling to lend or thought Norway’ 
could service a dollar loan. In the latter 
event the dollars would not necessarily 
be spent here and we might lose not only 
the commission on the finance but the 
profit on the building of the ships. 


Tempting the Small Investor 


An event which might be of great 
importance if it could be read as an indi- 
cation of a general change in policy is the 
decision of the authorities to make new 
issues of National Savings Certificates and 
Defence Bonds. However, the decision 
was taken six months ago, when the terms 
were arranged with Sir Stafford Cripps, 
and there is no sign ¢ither that interest 
rates in general are to be stiffened or that 
the Treasury intend to raise other artificial 
rates, such as that at which they lend 
through the Public Works Loan Board. 
The rate on the new certificates is substan- 
tially higher than on the old but one reaps 
no benefit until after the seventh year. In 
the case of Defence Bonds, the substitution 
of 3 per cent. for 2} per cent., but without 
the tax-free payment of one per cent. on 
redemption after ten years, ought to lead to 
a good deal of switching, but probably will 
not. In any case it is idle to look for evidence 
of this for six months, as few holders will 
court the penalty involved in demanding 
spot cash. 


New Rating Valuations 


To reduce the pressure of work upon the 
Board of Inland Revenue, the date of the 
new valuation lists for rating purposes is to 
be deferred from April 1, 1952, to April 1, 
1953- 


British Electricity Authority : 
Chief Accountant 
The Authority have appointed Mr. Arthur M- 
Scott, M.c., C.A., to be their Chief Accountant in 
succession to Mr. D. W. Coates, C.B.B., M.A+, 
LL.B., F.C.A., who retires from the position om 
April ro next. 


115 


ari as . | 
ns of , 
ter to a 
s es i . 
ouble 

nn j 
it is 
than i 
irate 

Po q 

ween ; 
diate : 
h to 
If it 
cally , 
1e in 
here. 
each 
hree 
ving Fe 
r the 
is an : 
goes 
intry 
yn to 
ment 7 
ming 
it is 

ne =~ 
. the 
arily , 
le on Pe 
new 
place , 
ssion 
nt or 
that 
nited q 
Sao es 
* 

|_| 


Points from Published Accounts 


A Commendable Set of Accounts 


The accounts of Hollins Mill are very clearly 
presented. The minority interests’ share of 
a subsidiary’s loss is simply dealt with, by 
being added to the aggregate group trading 
profit, On the debit side of the profit and 
loss account the subsidiaries’ loss of £70,919 
is deducted from the parent’s net profit 
before striking a balance to carry to appro- 
priation account. 

The accounts also have the virtue that 
profits attributable to previous years are 
shown separately, at their net amount, in 
the appropriation account, The company 
is not alone in giving investments in the 
balance sheet aside from current assets, but 
since their total includes Government stocks 
brought in at £100,951, it can be contended 
that the current assets total of £1,568,337 is 
understated by this amount. The point has 
' been made in these columns before that 
many companies’ security holdings are 
probably a good deal more liquid than book 
debts and stock and from this it may be 
concluded that they might well be put with 
current assets. 

The “ subsidiaries’ loss” of £70,919 has 
already been mentioned. It would appear 
that most of this loss is attributable to the 
Australian subsidiary, and also that its 
accounts were not audited by the parent’s 
accountants. In view of the size of the loss 
it would seem at first glance to be difficult 
to support the value of £215,488 that is 
placed upon investments in subsidiaries. 
But thanks to the presentation of both parent 
and group accounts, shareholders can 
calculate what are the net tangible assets of 
the subsidiaries. They are a shade less than 
the book figure for the parent’s investments 
therein. 

‘The printer of this company’s report is to 
be congratulated, and shareholders no doubt 
welcomed the accompanying summary of 
points which the chairman proposed to deal 
with fully at the meeting. 


Three Courses or One ? 


These days the shareholder often receives 
his annual meal in three courses—the pre- 
liminary profits statement, the uninforma- 
tive report with the accounts, and the 
chairman’s speech at the meeting. Ifsecrecy 
can be preserved, there may be something to 
be said for giving him only one dish, 
though with the statutory three-weeks’ gap 
between issuing the accounts and holding 
the meeting it is understandable that some 
company chairmen should wish to make 
their speeches as topical as possible. But 
the speech of the chairman of Hollins Mill 
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could have lost none of its interest because 
of the advance information with which he 
provided shareholders. 


Reserves and Provisions 

Foister, Clay and Ward produces tabular 
parent and group profit and loss accounts 
across two pages, using the centre two 
columns for the group figures. In order to 
throw these into bold relief they are printed 
on a pale blue: background of a pattern 
comparable with that of a cheque. This is 
an ingenious arrangement which deserves to 
be copied, for it is with the consolidated 
figures which shareholders are mainly 
concerned. 

Before striking a net profit for the year, 
the Board earmarks £25,500 for plant 
replacement reserve. The chairman, in his 
speech with the accounts, does not com- 
ment on this treatment, although he 
remarks on the necessity for the appropria- 
tion after explaining that the depreciation 
charged is “an appropriate annual per- 
centage to recoup the cost of the plant over 
its useful life.” The more usual procedure 
is to deduct reserves after the profit for the 
year has been struck—this “ plant replace - 
ment reserve ” has, in fact, been treated in 
the way most accountants treat provisions. 

Under “ Taxation on profits of the year,” 
totalling £232,660, is included a group 
profits tax distribution charge (less income 
tax) of £34,360. The larger figure, says the 
chairman, includes “full provision for 
future taxation of the new subsidiaries and 
for the profits on undistributed income, 
which latter amount will become payable 
only if, and when, your company distributes 
more than its taxable profits in any year.” 
But since the company may never over- 
distribute profits, this transfer may be as 
optional as the transfer to stock reserve, 
which is shown as part of the “ total avail- 
able to stockholders.” Even if there had 
been a specific dividend reserve, whose value 
would have to be measured in the light of 
the rate of tax on distributed profits, might 
it not be reasonably argued that the 
appropriation comes from the total avail- 
able for stockholders ? 


Divulging the Investments 


The accounts of Turner and Newall are a 
masterly presentation, and the accompany- 
ing report, chairman’s speech and footnotes 
answer all the queries that are likely to 
spring to shareholders’ minds. Not the least 
satisfactory feature is a schedule showing 
the investments held. When some invest- 


_ income. This policy, which has also been 


ment trusts fail to supply details of their 
portfolio to shareholders it is hardly to be 
wondered at that many industria! com. 
panies follow the same practice, yet it would 
seem to be desirable that shareholders of 
the latter should be told (as sharcholders 
in Turner & Newall are told) what invest. 
ments are held. Another very welcome set 
of items is the comparative figures of 
directors’ remuneration. 


Excess Depreciation 


An interesting footnote in the Turner and 
Newall accounts concerning depreciation js 
worth reproducing for the benefit of mem- 
bers of the accountancy profession who may 
perhaps be exercised over the possibility that 
a particular company may be depreciating 
its fixed assets at an excessive rate : 

Part IV of the Eighth Schedule to the 
Companies Act, 1948, states that when any 
amount written off or retained by way of 
providing for depreciation of assets is in 
excess of that which in the opinion of the 
directors is reasonably necessary for the 
purpose, the excess shall be treated as a 
reserve and not as a provision. The directors 
consider that although the provisions for 
depreciation and amortisation deducted from 
fixed assets in the balance sheets are sub 
stantial in relation to cost, they result from 
normal amounts set aside over a series of 
years and are no more than is necessary in 
pursuance of the conservative policy followed 
for many years and in their opinion there is 
no excess which should be treated as a reserve. 
Taken as a whole the provisions made for 
1950 are substantially on the same basis asin 
1949, are considered reasonable by the 
directors and in their opinion contain no 
excess which should be transferred to reserve. 
We are not especially enamoured of 

Turner and Newall’s practice of avoiding an 
unequivocal trading profit figure by stating 
the profit after deducting depreciation, 
bond interest, deferred repairs, etc., and 
after crediting investment and miscellaneous 


adopted by Joseph Lucas, amongst other 
companies, can easily give a misleading 
picture of the trend of trading profits to the 
shareholder who is not prepared to carry 
out some tiresome addition and subtraction 
sums, 


Statement of Profit and Loss 

Annual reports of directors can often be 
guilty of glaring omissions. They oftes 
repeat merely a part of what is already told 
by the profit and loss account, and it is fr 
from unknown for only the division of the 
parent’s net profits to be discussed, whet 
the group figures are of far greater impo 
tance. The directors of Weyburn Engineerm$, 
with the co-operation of the eminent fim 
of auditors, have used the pruning knife by 
submitting their report on the figures undet 
a tabular “ Statement of Profit and Los,” 
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WEYBURN ENGINEERING—TABULAR BALANCE SHEET which takes the place of the profit and loss 


Cost of Provision account. The auditors need merely to 
addtns. for report that “ The foregoing balance sheet 
Cost at lesssales depreciation and the statement of profit and loss incor- 
Oct. 31, during and porated in the annexed report of the , 
1949 year obsolescence directors are in agreement with the books 
£L £ £L pr of account. Pa 
me set Fixep AssETS P. picture A qo — : for 
res of . olders by e inclusion of a four- 
Freehold land and buildings .. 55,869 2,681 135455 45:95 coloured nie chant, showing the selatlegahip 
Plant and ee vid ie as 175,172 16,499 125,852 65,819 “we 
nea ; ons gn between wages, tax, P.A.Y.E., dividends 
. ge Eos : ” ie + co = oar my and profits retentions. And it is completed 
rn + by . : : by the text of the chairman’s speech, which 
4 and Fittings, fictures and furniture "ar 12,467 186 75775 4,878 accompanies the report. The balance sheet 
=e is in tabular form, and is worth reproducing 
= £261,687 , £19,956 £156,323 £125,320 for its simplicity. For reasons of space the 
oO ma’ es es ee e e 
y comparative figures are not given here. 
'y that Note—At October 31, 1950, outstanding commitments for capital expenditure 
‘lating amounted to approximately £4,500. 
to the ° 
a! . £ & & The ‘‘ Business Man’s Utopia ”’ 


way of CurrENT AssETS 


| Stock of materials, stores and work in res as valued An exhibition of business equipment, called 


by the management B 82,095 by its organisers, the Office Appliance 
a Debtors and prepaid expenses, ers: provisions a Pe 62,103 Trades Association, the “ Business Man’s 
seitin Tax reserve certificates .. . ‘ ra a. 50,050 Utopia Exhibition,” was held in Glasgow 
ns for Cash at bank and on hand ul ks ae me 44,023 last month. It was a miniature preview of 
d from 238,271 i hae s Ban napetirerg ay rad 
; tip ition, s in June next, 
It from fy 4% Current Liasinrries during the Festival of Britain, at Olympia 
ries of Creditors and accrued expenses .. wa 35,686 in London. Among other exhibits in 
sary in Income tax up to 1950-51 and profits tax to ‘date . oa 38,632 Glasgow was a new electric typewriter by 
ollowed Preference dividend accrued 330 Remington Rand Ltd.needing only one-seventh 
there is Final ordinary dividend and bonus recommended for of the normal pressure for depressing the 
se distribution Ss . - ue a bs 10,725 keys and capable of producing 20 carbon 
rm in 85,373 copies at a time; a new all-electric book- 
wy Net Current Asses ae m Bs ‘a —-——— 152,898 keeping machine by Burroughs Adding 
ain no WB Deduct : Machine Ltd.; a dictating machine which 
reserve. permanently records both sides of a 
ah af og bop on yh - we “ ” ype telephone conversation ; a duplicator for 
legen ON ACCOUNT + + . + 10,950 6 reproducing in seven colours in one opera- 
stating 49,950 = — with ry we 30,000 
pe fi a ee eae ing cards within arm’s reach ; an ices 
me Tora. Net ASSETs, carried forward se oe £237,568 for signing cheques and writing them which 
alae ——— ensure that nothing can be interpolated. 
o been 
; other Represented by : : $ * rai acne gen aU 
leading : For the calculation of agricultural com- 
; to the CarrraL AND RESERVES pensation, new unit values for manures and 
) carry PREFERENCE SHARE CAPITAL : feeding stocks are now prescribed, in place 
raction Authorised and Issued of those laid down by former regulations. 
120,000 6 per cent. cumulative preference shares of The new unit values, contained in Statutory 
10s, each, fully paid ye - ee : 60,000 _ Instrument No. 2829 of 1950, are higher 
Onpivary SHARE CAPITAL AND RESERVES : than the old, reflecting the increase in the 
fen be Mf Authorised and Issued Capital price of manures. 
240, rdinary id . 60 
dy told Cnpisal Sele « res ere oui Double Taxation—Belgium 
it is far Excess profits tax post-war refund ie - as 40,637 The Financial Secretary to the Treasury 
1 of the Revenue Reserves : V4 announced last month that negotiations 
» when General Reserve . ‘4 a 70,000 with Belgium for a double taxation agree- 
impor Workers’ Benefit Fused .. = 3,000 ment may be resumed. Discussions have 
ineering, Profit and Loss Account - oe 3,931 been suspended for some time by mutual 
nt firm —_—_ 76,931 agreement because of the projected reform 
cnife by —-_ 177,568 of the Belgian tax law, but changes in that 
$ undet —— £237,568 law now having been made, the way may 
| Loss, =—————=_— be clear for resumption of the talks. 
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Legal 


Notes 


Liability of publican for thefts of vehicles from 
licensed premises. 

Two recent decisions may be of interest to 
accountants who occasionally take a little 
refreshment at the “ local.” In the first, 
Williams v. Linnett (1951, W.N. 9), a 
farmer went to a hotel in his neighbourhood 
for a drink and parked his car in the car- 
park where the hotel-keeper had posted a 
notice disclaiming liability for the loss of 
any vehicle. While the farmer was having 
his drink, his car was stolen and he sued the 
hotel-keeper for the value of the car. The 
Court of Appeal beld that the farmer was 
a traveller and the hotel a common inn : 
the hotel-keeper was therefore under a strict 
liability to keep the car safe and was not 
relieved of his liability by the notice. This 
case may go on appeal before the House of 
Lords and, as one of the Lords Justices 
thought that in the circumstances of the 
case the notice did relieve the innkeeper of 
liability, the decision may be reversed. 

In the second case, Tinsley v. Dudley 
(1951, W.N. 20), the plaintiff went to 
licensed premises for a drink and put his 
motor-cycle in the yard. The motor-cycle 
was stolen. The premises could not 
accommodate travellers for the night and 
were therefore not a common inn, but the 
plaintiff contended that the publican was 
liable to pay him for the value of the motor- 
cycle because he had impliedly invited his 
customers to leave their vehicles in the 
yard. The Court of Appeal held that a 
mere invitation to park vehicles did not 
impose liability upon the inviter (Ashby v. 
Tolhurst, 1937, 2 K.B., 242). There would 
be a liability if there had been a bailment, 
if, in other words, there had been a con- 
structive delivery of possession of the motor- 
cycle to the publican, but in this case there 
was no such bailment. 


Shares—Effect of transfer in disregard of pro- 
cedure prescribed in articles. 

On October 17, 1949, H, a judgment 
creditor, obtained a charging order absolute 
against the shares held by M in a private 
company. On that date M was still the 
legal owner of the shares, but he had 
previously executed a transfer of the shares 
to two other persons. He had received 
payment for this transfer, which had been 
carried out in total disregard of the pro- 
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cedure prescribed by the articles of associa- 
tion. In Hawkes yp. McArthur (1950, 
W.N. 581) the question arose what rights, 
if any, in the shares had been respectively 
acquired by H and by the transferees. 

Now in Hunter v. Hunter (1936, A.C.) 
at p. 261, Lord Atkin had said that, where 
articles prescribe the only means by which 
a member of a company can form an 
agreement for the sale of shares, any agree- 
ment not so framed confers no rights, either 
legal or equitable, upon either party to the 
agreement. In that case, however, the sale 
had been by a mortgagee and, in Vaisey, J.’s 
judgment, that fact distinguished Hunter’s 
case from this case. When a man had 
received consideration for a sale of shares 
and had executed under seal a transfer of 
those shares, he could not hold that the 
transaction was a complete nullity. Accord- 
ingly, though he regretted very much that 
the proper procedure for transfer had not 
been followed, he found that the transferees 
had acquired equitable rights in the shares : 
these rights were prior in time to the 
equitable rights acquired by H and must 
prevail. 


Hire-purchase transactions and Bills of Sale. 

The normal machinery of hire purchase 
is well known. A finds at a dealer’s a car 
that he likes: the dealer sells the car to a 
finance company and the company then 
hire the car to A, the deposit being paid 
either direct to the company or to the dealer 
as the company’s agent. There is no 
question that in this type of transaction the 
written hire-purchase agreement is not a 
bill of sale. 

In Polsky 0.S. & A. Services (1951, 
1 A.E.R., 185) the facts were rather 
different. S bought a car from a dealer for 
£895 and paid for it by cheque. As he had 
not then funds in the bank to meet the 
cheque in full, he went next day to a finance 
company and sought a loan of £400. The 
company agreed to make the loan provided 
that the transaction took the form of a sale 
of the car to the company and a hiring back 
to S. This was done. Later, in breach of 
the terms of the hire-purchase agreement, 
S purported to sell the car and, though he 
then offered the balance of the money still 
due under the agreement, the company 
refused to accept his offer and demanded 


’ Acts were primarily passed to protect 


the return of the car. S now claimed tha 
the hire-purchase agreement was void as jt 
offended against the Bills of Sale Acts, 

The Lord Chief Justice said that thos 


borrowers against lenders and the Coyr; 
must therefore go behind the documents and 
look at the substance of the transaction, |p 
substance this was a loan upon the security 
of the car. The hire-purchase agreement 
was a bill of sale and, as it was unregis 

it was void. He therefore made a declara. 
tion that at all material times S was the 
owner of the car. 


Meaning of ‘‘ Turnover” 

A was employed as sales manager of the 
T Co. upon terms that he should be paid 
as commission a percentage of the turnover 
of the company’s annual business. At the 
time when the employment started, there 
were in force between the company and 
Government departments various contracts 
which were subject to a break clause. The 
departments had duly given notice in 
accordance with the break clause that the 
company should stop production and during 
the course of A’s employment they paid to 
the company various sums as compensation 
for the hardship caused by the break. A 
claimed that these sums should be included 
in the “ turnover ” for the purpose of cal- 
culating his commission and in Aris- 
Bainbridge p. Turner Manufacturing 
Co. Ltd. (1950, W.N. 589) McNair, J., up- 
held his claim. His lordship applied the prin- 
ciple laid down by Lord Dunedin in Gli- 
sten v. Green (1929, A.C. 381) and said 
that, in its ordinary meaning, “‘ Turnover of 
the company’s annual business ”’ included 
all sums received and receivable in the 
relevant year as the result of the company’s 
trading, whether normal or abnormal—in 
other words, all the money which the 
company turned over in the year for the 


purpose of making their gains or losses. 


Gas Act— Adjustments between accounts of 
local authorities and Gas Boards. 


If before the vesting date (May 1, 1949) 
a local authority had arranged to make 
financial adjustments between the accounts 
of its gas undertaking and its other account, 
then by Section 19 (1) of the Gas Act, 1944, 
certain subsequent payments are to be made 
between that local authority and the Are 
Gas Board. A case has recently beet 
decided upon the construction of ths 
Section, but it is felt that the point is to 
special to merit discussion here. Accout 
tants who are concerned are referred to the 
full report—Hinckley U.D.C. v. West 
Midlands Gas Board (1951, 1 A.E.R, 
160). 
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Master and Servant—Implied term in contract 
of service that servant should not be required to 
do an illegal act. 

In Gregory v. Ford and Others 
(1951, 1 A.E.R., 121), Byrne, J., held that, 
when a person is employed to drive a lorry, 
there must be an implied term in the 
contract of service that the servant should 
not be required to do an unlawful act. The 
application of this principle may in the 
future be of considerable importance, but 


the case as it stands is simply one more 
example of the danger of allowing a servant 
to drive an uninsured motor vehicle. 

A servant had injured a man by driving 
a lorry negligently and was ordered to pay 
heavy damages. A policy of insurance had 
been taken out for the lorry but at the time 
of the accident one of the conditions of the 
policy had been broken so that the insurers 
were relieved of liability. The servant 
claimed to be indemnified by his employers. 


THE SOCIETY OF 


Incorporated 


Accountants 


DANGER of RAPID COMMUNICATIONS 


THE ANNUAL DINNER OF THE INCORPORATED 
Accountants’ Birmingham and _ District 
Society was held at the Grand Hotel, 
Birmingham, on January 17. Mr. W. G. A. 
Russell, F.s.A.A. (President of the District 
Society) was in the chair, and the guests 
included the Lady Mayoress of Birmingham 
(Mrs. Jean Paddon-Smith), Mr. Sydney 
Vernon, Lu.M. (Pro-Chancellor, University 
of Birmingham), Mr. P. H. Hubbard 
(U.S.A. Consul), Mr. A. Stuart Allen, 
r.s.A.A. (President of the Society of Incor- 
porated Accountants and Auditors) and Mr. 
I. A. F. Craig (Secretary), Mr. George A. 
Grove, Lu.M., Barrister-at-law, and repre- 
sentatives of other professional bodies, 
education, banking and commerce. 

Mr. A. H. Hall, F.s.a.a. (Coventry), 
proposed the toast of “‘ The City of Birming- 
ham.” He expressed the general regret at 
absence of the Lord Mayor, who was indis- 
posed. Of the city, he felt it was not the 
material things which were of consequence 
but the people in all spheres of activity. 

The Lady Mayoress of Birmingham (Mrs. 
Jean Paddon-Smith) in reply said it was 
Pleasing to know that their profession 
contained many qualified members of her 
own sex. Women for centuries, in the 
normal course of housekeeping, had acquired 
an intimate knowledge of accounting. 
Indeed, one needed to be something more 
than a qualified accountant to make the 
housekeeping finance keep in sight of the 
ever-soaring cost of commodities. She knew 
that accountants faced the same problem 
in industry, but they still went home 
expecting everything as usual. 

Mr. Sydney Vernon, tu.m. (Pro-Chan- 
cellor, University of Birmingham), sub- 


mitting the toast of “The Society of 
Incorporated Accountants and Auditors,” 
recalled that when he was a chilc there were 
few professional accountants. Those were 
the days when income tax was 2d. in the £, 
there was no estate duty and only a very 
small legacy duty. To-day there was one 
direction in which he felt that taxation was 
not only oppressive, but dangerous to the 
well-being of the community and its trading 
organisations. He referred to the weight of 
taxation on one-man businesses. Our great 
trading organisations had been built up 
largely from very small beginnings. He 
remembered businesses which began with 
one or two partners which had developed 
into great organisations. If those businesses 
had been depressed and discouraged by 
heavy taxation, we should not have those 
great organisations, and the trade and 
commerce and production of this country 
would not be in the flourishing condition in 
which they were in spite of the set-backs 
which had beset manufacturers and com- 
mercial men. To-day the man who owned 
a small business was considering what he 
could do by way of amalgamating with some 
other business, or something of the kind, to 
avoid the almost certain ruin that- would 
fall upon his concern in the event of his 
death by reason of the purely artificial way 
in whicl. his holdings were valued for the 
purposes of death duties. 

He would say to students of accountancy, 
as he had said to law students also, that they 
should not confine themselves to one 
subject. The accountancy student must 
make himself acquainted with businesses of 
every kind. The demand for responsible 
accountants had increased enormously, and 
that demand had been met by the great 
professional bodies. He was pleased there 


Byrne, J., held that there was an implied 
term in the contract of service that the 
employers would comply with the Act which 
makes third-party insurance compulsory 
and that there was no evidence to show that 
the servant was aware of the invalidity of 
the policy. The employers had therefore 
broken their contract and they must 
indemnify their servant against the damages 
which he had been ordered to pay. 


were special courses for accountants at the 
universities. At Birmingham University, 
there were now 36 students in that depart- 
ment. 

Mr. A. Stuart Allen, F.s.a.a. (President 
of the Society of Incorporated Accountants), 
in his reply, acknowledged the active 
interest taken by the University of Birming- 
ham in the joint scheme for the university 
training of accountancy students. The 
Society was also grateful to the University 
for the use of its hall for the Conference in 
1949. 
At the middle of the twentieth century, 
one was prone to look back to its beginning 
as a period of relative peace and stability. 
There was a measure of truth in the asser- 
tion that our troubles were at least partly 
due to a sudden increase in the propinquity 
of the nations resulting from the rapid 
improvement in means of communication. 
The virtually instantaneous dissemination 
of news made it all the more essential to 
consider with deliberation ana to act with 
caution. 

When he last spoke in that hall, in 1949, 
he emphasised that the national require- 
ments of food and raw materials could only 
be ensured by increased production of 
goods and services of a worthy quality. 
That position had improved markedly, but 
there was now a new threat demanding 
further and more intensive effort, since 
production must again be expanded despite 
the depletion of labour resources by the 
enlargement of the fighting services. 

Mr. Allen thanked Mr. Russell and the 
committee and members of the Birmingham 
District Society for their hospitality. Many 
of them had contributed greatly to the 
success of the Birmingham Society. The 
thanks of the Council were due to Mr. 
Wheatley, their Honorary Secretary, who 
spent himself so unselfishly in furthering the 
interests of Incorporated Accountants in the 


area. 

Mr. W. G. A. Russell, F.s.a.A. (President 
of the Incorporated Accountants’ Birming- 
ham and District Society) proposed ‘* Our 
Guests.” Mr. George A. Grove, LL.M., 
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Barrister-at-law, responding, thought there 
were no two professions that worked in 
closer harmony than those of the law and 
accountancy. It was rather surprising that 
that very harmonious relationship should 
exist when they considered that in so short 
a time as the Pro-Chancellor’s (Mr. 
Vernon’s) lifetime that new profession had 
taken a large proportion of the work which 
formerly was undertaken by solicitors. Yet 
to-day he would be a brave man, whether 
solicitor or counsel, who would advise in a 
difficult matter involving company law or 
taxation without previously ascertaining the 
views of an accountant. 


PLANNING AND THE INDIVIDUAL 


Tue IncorporaTeD AccouNnTANTs’ Dts- 
trict Society of Liverpool held a dinner on 
February 9 at the Adelphi Hotel, Liverpool. 

The chair was occupied by the President, 
Mr. Lawrence Bailey, F.s.A.A., and a large 
company included the Lord Mayor of 
Liverpool (Alderman the Rev. H. D. Long- 
bottom, j.P.); Dr. J. F. Mountford, m.a., 
D.LITT., D.c.L. (Vice-Chancellor of the 
University of Liverpool); Mr. A. Stuart 
Allen, F.s.A.A. (President of the Society of 
Incorporated Accountants) and Mr. I. A. F. 
Craig (Secretary); Professor D. R. Sea- 
borne Davies, M.A., LL.B. (Dean of the 
Faculty of Law, University of Liverpool) ; 
the Mayors of Bebington, Birkenhead, 
Bootle, Crosby and Wallasey ; Mr. J. F. 
Huddleston (American Consul General) ; 
Mr. M. J. Vechsler (Canadian Government 
Trade Commissioner); Mr. E. J. Holford- 
Strevens (Regional Controller, Board of 
Trade); Mr. F. M. Wilmot (H.M. Principal 
Inspector of Taxes); and representatives of 
commerce and of other professional bodies. 

Mr. Lawrence Bailey, F.s.a.A. (President 
of the Liverpool Society), proposing the 
toast of ““ The Lord Mayor and the City of 
Liverpool,” said that in the history of 
Liverpool what impressed him most was its 
record of disinterested social service by the 
merchant princes. Every major industry in 
Liverpool was founded by people who 
believed in service before self. He need only 
mention the late Sir Francis Joseph, and 
there were many others. In the field of 
education, the same applied to their 
University. “The Liverpool Philharmonic 
Society and Hall could stand in comparison 
with any other in the country. Liverpool’s 
art gallery was world famous. The city had 
probably contributed more outstanding 
personalities than any other. It was playing 
a greater part in the Festival of Britain than 
anywhere else outside London. 

He recently had occasion to peruse a 
document of the Hudson’s Bay Company, 
formerly called ‘‘ The Company of Adven- 
turers trading for the Hudson.” Adven- 
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turers of England! The old type of 
adventure had long gone by, but there were 
still uncharted places and many fields for 
exploration by virile minds. 

Every commercial activity was at its 
highest state of proficiency in Liverpool. 
Their Chamber of Commerce occupied a 
foremost position in the United Kingdom. 
Liverpool was a port and a gateway to the 
West. They were proud indeed that they 
were linked up with America. 

His remarks applied equally to the 
neighbouring boroughs on Merseyside. 
The River Mersey was not a line of division 
but a line of unity. 

The Lord Mayor of Liverpool (Alderman 
the Rev. H. D. Longbottom), in response, 
said he did not think that a man should 
wear sackcloth or be apologetic if his 
business should make a profit. A man who 
was not making a profit ought sometimes to 
be apologetic. He hoped the spirit of self- 
interest and that of social service would be 
maintained alongside each other. Sir 
Francis Joseph was a classic example of a 
man who put as much energy into the social 
services as he did in building up his own 
business. His generosity would not have 
been possible if his business acumen had not 
made him in some circles to be feared. 
Liverpool still had the spirit of the adven- 
turer ; it was never staid. 

Incorporated Accountants were consulted 
by a lot of people, and they had the high 
reputation of being accepted by the most 
suspicious people in the world—the income 
tax Inspectors. They were rendering service 
to the city, which in these complicated days 
was more than ever necessary. 

In a great city like Liverpool new facets 
in personality were continually being dis- 
covered ; a surprising touch of genius, a 
trace of the sinner in those who had been 
labelled “ saints.” That was why there 
could be no finality to their social and 
business progress. At the back of every 
problem there was a man—an individuality 
and not a figure. 

Dr. J. F. Mountford, m.a., D.uITT., 
D.C.L., LL.B. (Vice-Chancellor of the Univer- 
sity of Liverpool), proposed the toast of the 
Society of Incorporated Accountants. 

He said this was an age of great. educa- 
tional changes. Young people of ability, 
those whom they expected to be the back- 
bone of the professions, were staying at 
school longer. Furthermore, there was much 
greater provision made from public funds 
for young persons of ability to go to institu- 
tions of higher learning. More and more of 
them were going to universities, and all the 
professions would be profoundly influenced 
in the near future by this tendency, which 
was rapidly gathering momentum. 

Liverpool University had taken an initial 
part in this new development, and they were 
satisfied both from the point of view of the 


university and from that of the professions 
that good progress was being made. 

Mr. A. Stuart Allen, F.s.a.a. (President 
of the Society of Incorporated Accountants), 
in response to the toast, observed that jn 
spite of ever-increasing worries, the bulk of 
the population carried on their daily lives 
with a cheerfulness and a zest that was 
remarkable and commendable. In these 
days of news bulletins and the Press, this 
could not be due to lack of knowledge of 
the facts or failure to appreciate their true 
significance. 

They all realised the heavy and increasing 
responsibility on those entrusted with the 
conduct of trading and industrial activities, 
The demand was for ever greater and more 
efficient production at competitive prices, 
but they were harassed by shortage of 
materials and manpower, and the shortages 
must be aggravated by the compulsion of 
rearmament. 

Always in the background there was the 
greatest anxiety of all—where to find the 
funds which alone could make modernisa- 
tion of equipment possible, when they were 
faced with a burden of taxation unequalled 
in any other country in the world. Not even 
the wildest optimist could hope for any 
alleviation in that respect. 

The problem of finance in relation to the 
burden of taxation was apparent from a 
close study of the terms of reference of the 
Royal Commission on Taxation which was 
now sitting. The difficulties of the Com- 
mission would be increased by the avowed 
purpose of much recent fiscal legislation 
to redistribute income and _ wealth, 
That ideal was not likely to be abandoned 
while the common aim of all parties was the 
development of the welfare State. It was 
very much open to question whether it was 
feasible to pursue at one and the same time 
this ideal of equality and an all-out drive for 
business efficiency. His own feeling was that 
these two aims were wholly incompatible. 

Practical experience of planning for the 
welfare State suggested that the results were 
bound to diverge very widely from the 
original intentions. Planners at national 
level undertook their task from the highest 
sense of duty, but in the face of odds against 
success which might well stagger any 
accountant—even of the turf variety. 
Planning for the public good was, of 
course, a very chancy business because 
it was so fatally easy to overlook 
one or more of the multiplicity of factors 
that entered into it. There was always 4 
grave risk that the public reaction would be 
the opposite of what the planner had 
thought. The bigger the plan, the more 
difficult it was to adapt it to the idiosyn- 
cracies of the millions of individuals by whom 
it must be applied. 

Mr. John Ainsworth, M.B.E., F.S.A-A» 
proposed the toast “Our Guests.” Pro- 
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fessor D. R. Seaborne Davies, M.A., LL.B. 
(Dean of the Faculty of Law, University of 
Liverpool), spoke in response. 


INCORPORATED ACCOUNTANTS’ 
RESEARCH COMMITTEE 


A MEPTING OF THE EXECUTIVE COMMITTEE 
of the Incorporated Accountants’ Research 
Committee was held on January 17. 

Mr. Bertram Nelson, the chairman, 
welcomed Mr. W. E. Spruce and Mr. W. 
Cowley, who were present by invitation, 
and congratulated them on their success in 
the Research Committee’s Prize Scheme. 


REPORTS FROM SUB-COMMITTEES 
Taxation—Mr. C. Yates Lloyd reported 
that a meeting would shortly be held to 
consider the submission of a memorandum 
to the Royal Commission on Taxation. 
Mr. J. D. Nightingirl (secretary to the 
Committee) stated that the Royal Com- 
mission had invited evidence in two 
sections, the first on the economic and social 
aspects of taxation (to be submitted by 
May 15) and the second on detailed points 
of legislation. 

It was reported that the sub-committee’s 
memorandum on _ retirement provisions 
would be available on January 25. (This 
memorandum is published on page 104 of 
this issue of ACCOUNTANCY.) 

Practice—Mr. A. C. Simmonds reported 
progress in a work on the valuation of 
goodwill, to which the Sussex, Liverpool 
and Leicester District Societies had agreed 
tocontribute chapters. 

Management.—Mr. P..G. James reported 
that work was continuing on the subject 
“The Requirements of Management from 
the Accounting and Finance Functions,” 
and that individual groups had prepared 
drafts on budgets and on_ periodical 
statements and accounts. 


PUBLICATIONS 

A report was received on sales of publica- 
tions sponsored by the Research Committee 
as a result of the leaflet circulated with the 
December issue of ACCOUNTANCY. 

It was reported that Part 1 of Volume II 
of Accounting Research would be published 
during the week beginning January 22. 


WORK IN PROGRESS 
Reports were received as follows : 

Government Accounts.—Two articles dealing 
with the report of the Crick Committee 
would appear in the January issue of 
Accounting Research. Consideration of the 
Subject was continuing. 

Loca! Taxation —The third report of the 
Joint Committee with the Institute of 
Municipal Treasurers and Accountants, 
the County Treasurers’ Society, and Uni- 
versity College of the South-West, Exeter, 


would appear in Accounting Research, Volume 
II, Part 2. 

Measurement of Productive Efficiency.—Mr. 
F. Sewell Bray had nearly completed a 
preliminary report for submission to the 
sub-committee. It was intended that the 
results of this work would be published. 

Boot and Shoe Costing —The draft of the 
manual was awaiting consideration by the 
Main Joint Costing Committee of the 
Research Committee and the Boot and 
Shoe Federation. 

Exhibition of Accounting Records.—Mr. A. A. 
Garrett and Mr. C. Yates Lloyd reported 
that an excellent and most interesting 
selection of early accounting records had 
been shown to members of the Committee 
by the Public Record Office. A note on this 
exhibition appeared in the January issue of 
ACCOUNTANCY on page 3. A discussion took 
place on the possibility of arranging for 
some research to be based on these records. 


THE WORK OF THE COMMITTEE 

The Committee considered proposals made 
by the secretary for future organisation and 
procedure, and for encouraging the interest 
and co-operation of District Societies and of 
individual members. The chairman under- 
took to send a letter to each District 
Society. 


COUNCIL MEETING 


JANUARY 24, 1951 
Present : Mr. A. StuART ALLEN (PRESIDENT), 
Mr. C. Percy Barrowcliff (Vice-President), 
Mr. John Ainsworth, Sir Frederick Alban, 
Mr. Edward Baldry, Mr. F. Sewell Bray, 
Mr. Andrew Brodie, Mr. E. Cassleton 
Elliott, Mr. M. J. Faulks, Mr. W. H. Fox, 
Mr. A. Hannah, Mr. L. C. Hawkins, Mr. 
Cc. A. G. Hewson, Mr. Walter Holman, Mr. 
H. O. Johnson, Mr. W. H. Marsden, Mr. 
A. E. Middleton, Mr. Bertram Nelson, Mr. 
T. H. Nicholson, Mr. T. Harold Platts, 
Mr. F. A. Prior, Miss P. E. M. Ridgway, 
Mr. P. G. S. Ritchie, Mr. R. E. Starkie, 
Mr. Percy Toothill, Mr. Richard A. Witty, 
Sir Richard Yeabsley, with the Secretary 
and the Deputy and Assistant Secretaries. 


THE LATE MR. HENRY J. BURGESS 
The President referred to the death on 
December 18 of Mr. Henry J. Burgess, who 
was a member of the Council from 1927 to 
1940 and chairman of the Benevolent Fund 
Trustees for twelve years. The Council 
stood in silence in tribute to the memory of 
Mr. Burgess and adopted the following 
resolution : 

“The Council of the Society has 
learned with profound regret of the death 
of Mr. Henry John Burgess, who was 
admitted to the Society in 1892 and was 
a member of the Council from 1927 to 


1940. The Council records with pride 
and gratitude the many services rendered 
to the Society by Mr. Burgess as a member 
of the Council, as one of the Society’s 
Auditors and as chairman of the Trustees 
of the Benevolent Fund. The Council 
tenders to Mrs. Burgess its deepest 
sympathy in the great loss she has 
sustained.” 


SIR RICHARD YEABSLEY’S VISIT TO AUSTRALIA 
Sir Richard Yeabsley reported on his recent 
visit to Australia and the Council recorded 
its gratitude to members of the Australian 
Branch of the Society and to the Common- 
wealth Institute of Accountants for the 
generous and friendly welcome extended to 
Sir Richard and Lady Yeabsley. 


REPORTS OF COMMITTEES 

Reports were received of recent meetings of 
the Finance and General Purposes, Dublin 
Conference, Applications, and Examination 
and Membership Committees, the Board of 
Examiners and the Accountancy Editorial 
Conference. 

The Council also received the minutes of 
recent meetings of the Committees of the 
South African Branches. 


GOLD AND SILVER MEDALS, 1950 
The Council awarded the Gold Medal for 
the 1950 Final Examinations to Peter Scarfe 
(with Larking and Larking), Norwich, and 
the Silver Medal to David Stanley Morris 
(articled to Mr. Leonard R. Treen, Messrs. 
Martin, Farlow & Co.), London. 


MEMBERSHIP 
The Council considered applications for 
advancement to Fellowship, for admission 
to membership of the Society, and for 
registration as members in retirement. 


RESIGNATIONS 
A report was received of the resignations of : 
Mr. Henry Hodgkinson Bobart (Fellow), 
Twickenham; Mr. Richard Harding 
(Fellow), Yeovil; Mr. William Graham 
Harrald (Associate), Northwood; Mr. 
Aaron Leivesley (Associate), Southport ; 
Mr. Joseph Sydney Patterson (Associate), 
Belfast ; Mr. Joseph Tonkinson (Associate), 
Newcastle, Staffs; Mr. Harry Watson 
(Associate), Newcastle-upon-Tyne. 


DEATHS 
The Council received with regret a report 
of the death of each of the following 
members : Amos, Maurice Temple (Asso- 
ciate), London; Barnes, George Edward 
(Associate), Stockton-on-Tees; Blythen, 
Stanley, 0.8.£. (Fellow), Nottingham ; 
Burgess, Henry John (Fellow), London ; 
Channon, Henry Percival (Associate), 
Horsham ; Cumming, Harry (Associate), 
Preston ; Finlason, Eric Charles (Associate), 


: 
‘ssions | 
ants), | 
lat in ° 
ulk of 
ws |) Di _ | 
t was —_——— 
these 
» this 
ige of 
r true 
: 

h the 
Vities, | 
more 
rices, 
ze of 
tages 
on of 
is the q 
d the ; 
rnisa- 

were 
alled 
even 
"any . 
‘0 the 
om a % 
of the é 
as SS 
Com- 
owed 
lation F 
ealth. 
loned 
is the ; 
t was 
t was 
time 
ve for 
; that 
tible. 
r the 

were 
1 the 
‘ional 
ghest 
ainst 

any 
riety. 
s, of 
cause 
rlook 
.ctors 
ays a 
Id be 

had 
more 
osyn- 
yhom 
AAy 

Pro- 

I2! 


Beckenham ;_ Loveridge, Herbert John 
(Associate), Birmingham ; Mason, William 
Frederick (Associate), Richmond ; Pattie, 
James William (Associate), Newcastle- 
upon-Tyne ; Turner, Frank (Associate), 
Stockport ; Smith, Henry Clare (Fellow), 
London; Whittaker, Thomas Counsell 
(Associate), Manchester. 


EXAMINATION HONOURS, 1950 


Tue CoUNCIL HAS MADE THE FOLLOWING 
awards : 

Gold Medal for 1950 to Peter Scarfe 
(with Larking and Larking, Norwich), who 
obtained the First Certificate of Merit and 
First Prize in the Final Examination held 
in November, 1950. 

Silver Medal for 1950 and the Arthur E. 
Piggott (Manchester) Prize to David 
Stanley Morris, clerk to Mr. Leonard R. 
Treen (Martin, Farlow & Co., London), 
who obtained the First Certificate of 
Merit and First Prize in the Final Examina- 
tion held in May, 1950. 

The Henry Morgan Memorial Prize for 
1950 to Arthur Edwin Tucker (with Charles 
Henry Symons & Co., Barnstaple), who was 
adjudged to have submitted papers of special 
merit in the accountancy subjects in the 
Final Examination, November, 1950. Mr. 
Tucker also received the Second Certificate 
of Merit and the Second Prize. 


EXAMINATIONS 


Tue Socrety’s May, 1951, EXAMINATIONS 
will be held on the following dates : 

Final : May 1, 2 and 3, 1951. 

Intermediate : May 2 and 3, 1951. 

Preliminary : May 1 and 2, 1951. 

The centres will be Belfast, Birmingham, 
Cardiff, Dublin, Glasgow, Leeds, Liverpool, 
London, Manchester and Newcastle-upon- 
Tyne. 

Completed applications, together with all 
the relevant supporting documents and the 
fee (Final £5 5s., Intermediate £4 4s., 
Preliminary £3 3s.), must reach the Secre- 
tary, Incorporated Accountants’ Hall, 
Temple Place, Victoria Embankment, 
London, *W.C.2, not later than Monday, 
March 19, 1951. 

Candidates are asked to obtain applica- 
tion forms from the Honorary Secretary of 
their Branch or District Society. 


INTERMEDIATE EXAMINATION 
The Council has decided that, commencing 
with the May, 1951, Examinations, ques- 
tions on Consolidated Accounts will not be 
included in the Accountancy papers of the 
Intermediate Examination, 


.and Payne, 


RESULTS OF EXAMINATION IN 
SOUTH AFRICA 


Frvat EXAMINATION, NOVEMBER, 1950 
Candidates Passed (15) 

Ca.ey, Peter Stephen (with Gibson, 
Hyslop & Winearls, Cape Town) ; Cor- 
BETT, Colin (with A. H. Lawrie & Young, 
Johannesburg) ; Cowxey, Cecil Henry, 
B.coM. (with Goldby, Panchaud & Webber, 
Johannesburg) ; Curr, Hugh Gordon 
(with Allan & Harsant, Salisbury) ; Ep- 
muNDS, Brian James Marchand (with 
Douglas Low & Co., Cape Town) ; Evans, 
Norman Stuart (with Francis Dix, Bird and 
Co., Johannesburg) ; Farrier, Richard 
Morgan (with Hands & Shore, Cape 
Town) ; Gacer, Kenneth Herbert (for- 
merly with F. H. Whittle, Durban) ; Gross, 
Ephraim (with Michael Berman & Co., 
Cape Town) ; Jupcer, Walter (with Stew- 
art, Steyn & Co., Johannesburg) ; LEPPAN, 
Peter Dudley (formerly with Vaughan, Key 
Johannesburg); LEwer, 
Dennis Oswald Charles (with Whiteley 
Brothers, Johannesburg) ; McLoucuHuin, 
William Ross (with Peat, Marwick, Mitchell 
and Co., Pretoria) ; Stewart, Ian James 
Michael (with Deloitte, Plender, Griffiths, 
Annan & Co., Ndola); WorTHERsPoon, 
Charles Campbell (with Wolpert and 
Abrahams, Johannesburg). 

(Seven candidates failed to satisfy the examiners.) 


MANAGEMENT ACCOUNTING 


PRESSURE ON SPACE COMPELS US TO HOLD 
over the report of the meeting held on 
January 18, which was the subject of a 
Shorter Note on page 39 of our February 
issue. Incorporated Accountants were able 
to meet members of the Management 
Accounting Team which recently visited 
the United States under the auspices of the 
Anglo-American Council on Productivity. 
A full report of the discussion will appear 
in the April issue of AccounTANCY. 


Mr. T. W. DRESSER 


A HAPPY CEREMONY TOOK PLACE RECENTLY 
at the annual dinner-dance of the Incor- 
porated Accountants’ District Society of 
Yorkshire, when a presentation was made 
to Mr. T. W. Dresser, F.s.A.A., who recently 
retired from the office of secretary of the 
District Society. 

Mr. Dresser, who had been secretary 
continuously since 1916, was presented with 
a cheque for £100 and a fountain pen by 
the President of the District Society, Mr 
G. A. Windsor, F.s.A.A. Mr. Windsor, in a 
short speech, said that long before some of 
those present were born, and before many 


| Shrewsbury : 


of them had joined the accourtancy 
profession—in fact, no less than 48 years 
ago—Mr. Dresser was acting as lib-arian 
of the District Society. During his 34 years 
as secretary he had established himself as 
counsellor and friend to the hosts of 
students who had passed throug! the 
examination room under his benevolent 
eye, and had endeared himself to al! with 
whom he came in contact. He always gave 
willingly of his time and talents to ail who 
solicited his aid. 

We have much pleasure in paying our 
own tribute to Mr. Dresser for his long 
service to the District Society and to 
Incorporated Accountants generally. It is 
good to know that he will continue to act 
as librarian and examination officer. 

Mr. Dresser’s successor as secretary of the 
District Society is Mr. D. McMichael, 
F.s.A.A., West Bar Chambers, Boar Lane, 
Leeds 1. 


_ EVENTS OF THE MONTH 


MARCH 2 

Birmingham : “ Current Trends i in Practical 
Banking,” by Mr. T. E. Hurst. Law 
Library, Temple Street, at 6.15 p.m. 

London : Students’ Society. Joint Debate 
with London Students’ Society of the 
Institute of Municipal Treasurers and 


Accountants. Cowdray Hall, Royal 
College of Nursing, Henrietta Place, 
W.1, at 7 p.m, 

Wolverhampton : ‘‘ Marginal Costing,” by 
Mr. J. H. Whicheloe, A.c.w.A., A.L.A.A., 
A.c.L8. Molyneux Hotel, North Street, 
at 6.15 p.m. 

Marcu 6 

Dublin: “ Preparation of Accounts from 


Incomplete Records,” by Mr. L. A. 
Mathews, F.s.A.A. Jury’s Hotel, Dame 
Street, at 6.15 p.m. 

London : Punched card accounting machines 
demonstration. British Tabulating Mach- 
ine Co., Ltd., 17 Park Lane, W.1, at 
6 p.m. Arranged by the Students’ 
Society. Admission by ticket only. 

Marcu 8 


Newcastle-upon-Tyne : “‘ Standard Costing,” 
by Mr. J. W. Fewlass, a.c.w.a., 52 
Grainger Street. 

MARCH 9 


Birmingham : Joint lecture, arranged by the 
Association of Certified and Corporate 
Accountants, on “ Examination Tech- 
nique.” Birmingham Chamber of Com- 
merce, New Street, at 6.30 p.m. 

Bradford: Dinner. 

Middlesbrough : “ Principles of Costing,” by 
Mr. J. W. Fewlass, a.c.w.a., Café Royal, 
Linthorpe Road, at 6.30 p.m. 

“The Society’s Book-keeping 

and Accounting Papers,” by Mr. R. 
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Glynne Willams, F.c.a. Old Post Office 
Heiel, Milk Street, at 6.30 p.m. 

Stoke-on-Trent : “* Consolidated Accounts,” 
by Mr. F. A. Roberts, a.s.a.a. Hanley 
Town Hall, at 6.30 p-m. 

Swans'a: ‘“‘ Economics,” by Professor 
E. Victor Morgan, M.A. Mackworth 
Hoiel, at 6.45 p.m. 

MARCH 12 


London: “ A Taxation Review of 1950,” | 


by Mr. J. S. Heaton, F.s.a.a. Arranged 
by District Society. Hall of the Chartered 
Auctioneers’ and Estate Agents’ Institute, 
29 Lincoln’s Inn Fields, W.C.2, at 6 p.m. 

Sheffield : “* Inside Europe, 1950,” by Mr. 
Bernard Newman. 

MARCH 13 

Portsmouth: ‘* Schedule D, Capital Allow- 
ances and Wear and Tear,” by Mr. J. S. 
Heaton, F.S.A.A. Gas Demonstration 
Rooms, at 6.15 p.m. 

MARCH 14 

Southampton : “‘ Schedule D, Capital Allow- 
ances and Wear and Tear,” by Mr. J. S. 
Heaton, F.s.A.A. 8-10 Portland Terrace. 

Swansea: “‘ The Organisation of a Share 
Transfer Office,” by Mr. A. K. Martin, 
a.c..s. Arranged by Students’ Section. 
Central Library, Alexandra Road, at 


6.45 p.m. , 

MARCH 15 TO 21 
London Students’ Society Intermediate 
Course. Ashridge College, Berkhamsted. 


MARCH 15 

Bournemouth: ‘‘ Taxation (Schedule D, 
Capital Allowances and Wear and Tear),” 
by Mr. J. S. Heaton, F.s.A.A. Wedgwood 
Restaurant, Albert Road, at 6.30 p.m. 

Bradford: “* Current Affairs,” by Mr. D. 
Steele, F.c.A. Liberal Club, Bank Street, 
at 6.15 p.m. 

Cardiff: Dinner. 

Nottingham : “* Rating Provisions introduced 
by the Local Government Act, 1948,” by 
Mr. W. R. Brackett, 0.B.£., B.SC., F.R.I.C.S. 

Marcu 16 

Birmingham: “ The Third Account,” by 
Professor D, Cousins, B.coM., A.c.A. Law 
Library, Temple Street, at 6.15 p.m. 

Hull: “ Company Law—Proxies, Notices 
and the Annual General Meeting.” 
Arranged by Students’ Section. Church 
Institute, Albion Street, at 6.15 p.m. 

Manchester : “ London as a World Finance 
Centre, Past and Present,” by Mr. C. 
Ralph Curtis, pu.p., M.sc. (Econ), F.C.Ls. 
Joint meeting with Chartered Institute 
of Secretaries, Manchester and District 
Branch, Incorporated Accountants’ 
Hail, go Deansgate, at 6 p.m. 

Marcu 17 

Southend-on-Sea : “Current Economic 
Affairs,’ by Mr. Leo T. Little, B.sc. 
(Econ.). Arranged by London Students’ 
Society, Southend Branch. Municipal 
College, Victoria Circus, at 10.30 a.m. 


MARCH 19 
‘Last date for receipt of applications for 
May Examinations. (See page 122.) 
MARCH 20 
Leeds : ““ Company Law,” by Mr. R. E. 


Chadwick, .t.s. Hotel Metropole, 
King Street, at 6.15 p.m. 
Newcastle-upon-Tyne: “Some Practical 


Aspects of Liquidation Procedure,” by 
Mr. W. Matthewson, F.c.a. Library, 
52 Grainger Street. 

Marcu 28 

London : Punched card accounting machines 
demonstration. British Tabulating 
Machine Co., Ltd., 17 Park Lane, W.1, 
at 6 p.m. Arranged by the Students’ 
Society. Admission by ticket only. 

MARCH 30 

Birmingham: “ Executorship Accounts,” 
by Mr. N. F. Smellie, 4.1.8. Law Library, 
Temple Street, at 6.15 p.m. 

Plymouth : “‘ Machine Accounting.” City 
Treasury, Guildhall, at 6 p.m. 

Stoke-on-Trent : Dinner. 

MARCH 30—APRIL I 

Hull: Week-end Residential Course at 
Hull University College. Arranged by 
Students’ Section. 

APRIL 2 

London : Students’ Society Annual General 
Meeting, at 5 p.m. “ Deeds of Arrange- 
ment,” by Mr. D. Mahony, F.s.A.A., at 
6 p.m. Arranged by Students’ Society. 
Hall of the Chartered Auctioneers’ and 
Estate Agents’ Institute, 29 Lincoln’s Inn 

‘ields, W.C.2. 

APRIL 3 

Preston: “‘ Principles of Common Law, 
Statute Law, and Equity,” by Mr. 
R. D. Penfold, iu.B., A.c.1.s., Barrister- 
at-Law. Preston and County Catholic 
Club, Winckley Square, at 7.30 p.m. 

APRIL 4 

Bradford : “ Statistics,”” by Mr. B. B. Swann, 
B.sc., B.coM. Liberal Club, Bank Street, 
at 6.15 p.m. 

London : Punched card accounting machines 
demonstration. British Tabulating Mach- 
ine Co., Ltd., 17 Park Lane, W.1, at 

-6 p.m. Arranged by Students’ Society. 
Admission by ticket only. 


DISTRICT SOCIETIES AND BRANCHES 


SCOTTISH BRANCH 


A MEETING OF THE COUNCIL OF THE SCOTTISH 
Institute of Accountants, the Scottish 
Branch of the Society, was held in Glasgow 
on February 7. Mr. P. G. S. Ritchie 
presided over a good attendance. 

The chairman congratulated Mr. Festus 
Moffat, 0.8.£., a member of Council, on his 
appointment as Honorary Sheriff-Substitute 
of Stirlingshire at Falkirk. 


The secretary, Mr. James Paterson, 
reported the results of the Scottish candi- 
dates at the November Examinations, and 
on other membership matters relating to the 
Scottish Branch. 

The annual meeting was fixed for Friday, 
April 6. 


LONDON STUDENTS’ SOCIETY 
PRE-EXAMINATION COURSE—FINAL CANDIDATES 


A FEW VACANCIES EXIST ON THE PRE- 
examination course for Final candidates 
which will be held at Ashridge from 
Saturday, April 14, to Friday, April 20. 
The syllabus and other information were 
published in our January issue, on page 32. 
Applications should be forwarded as soon 
as possible to the Secretary of the London 
Students’ Society, Incorporated Accoun- 
tants’ Hall, Temple Place, Victoria Embank- 
ment, London, W.C.2. 


OPENING OF INCORPORATED 
ACCOUNTANTS’ HALL, MANCHESTER 


INCORPORATED ACCOUNTANTS’ HALL, MAN- 
chester, was opened on January 5 by the 
President of the District Society, Mr. G. W. 
Street, F.S.A.A. 

Mr. Street said it gave him particular 
pleasure that the event had happened 
during his period of office. He was pleased 
to see a good attendance of members but 
regretted the absence, owing to ill-health, of 
Mr. William Eaves and Mr. J. A. Hulme, 
the two senior Past-Presidents, whose work 
over many years towards obtaining the 
object now fulfilled was well known by 
members. Mr. Henry Smith initiated the 
means of obtaining the present accommo- 
dation, and the Hon. Secretary with the 
other officers had made the final arrange- 
ments. 

The hall formed a comfortable, large 
room suitable for all ordinary meetings of 
members, and would be available for 
members to use for company meetings or for 
other suitable occasions. Manchester was 
not the first District Society to obtain its 
own hall, but the one or two District 
Societies that had done so set an example 
for others. 

The Vice-President, Mr. A. T. Eaves, 
commented upon the value of the Incor- 
porated Accountants’ Hall and was very 
happy to be in a position to support the 
formal opening. 

The Hon. Secretary, Mr. C. Yates 
Lloyd, said they must still strive to own 
larger premises that would be useful to 
members of the profession as well as forming 
the Society’s offices. The fact remained, 
however, that the Society now had a home 
of its own after many years of effort by the 
committee. 

After the opening there was a general 
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discussion on preferential claims and 
insolvency, excess profits tax, and the 
different methods adopted of showing 
depreciation as a result of the 1948 Com- 
panies Act. 


SWANSEA 
STUDENTS’ SECTION 


THE FIRST ANNUAL DINNER OF THE STUDENTS’ 
Section was held at the Bush Hotel, 
Swansea, on December 8. Mr. J. C. 
Powell, A.s.A.A., chairman of the Students’ 
Committee, presided, and the guests 
included Mr. E. Ernest Porter, F.s.A.A., 
and Mr. H. Dixon Williams, F.s.a.a., 
President and Honorary Secretary of the 
District Society. Thanks for the excellent 


arrangements are due to Mr. R. M. C. | 


Morgan, the social secretary, and to his 
comunittee, 


PERSONAL NOTES 


Sir John D. Imrie, C.B.£., M.A., B.COM., 
F.S.A.A., City Chamberlain of Edinburgh 
since 1926, is resigning in October next to 
take up a new appointment as Local 
Government Commissioner for Trinidad 
and Tobago. Sir John served on a com- 
mission of inquiry into the financial relations 
between the central Government and local 
government bodies in Trinidad and Tobago. 
He will be in charge of the central depart- 
ment which is being set up to co-ordinate 
the work of local authorities. 


Mr. Brian Marks, Incorporated Accoun- 
tant, has commenced public practice at 
320A, Vauxhall Bridge Road, Victoria, 
London, $.W.1. 


Mr. William Lambert, F.c.a., has taken 
Mr. Harry Lofthouse, A.c.A., A.S.A.A., into 
partnership in the firm of William Lambert 
and Co., Chartered Accountants, Keighley. 


’ Messrs. Dreyer & Dreyer, Johannesburg, 
have admitted as a partner Mr. J. L. 
Kleynhans, A.s.A.A. 

Messrs. Walter Baird & Co., Incorporated 
Accountants, Chester, have taken into 
partnership Mr. F. E. Galloway, A.s.A.., 
A.A.C.C.A. 


Messrs. Mitchell & Bunting, Chartered 
Accountants, Liverpool, have admitted to 
partnership Mr. A. Jones, A.C.A., A.S.A.A. 


Messrs. Jas. A. Hulme & Co., Man- 
chester, have admitted to partnership Mr. 
G. E. Barrett, A.c.a. 


Messrs. Bartfield & Co., Leeds and 
London, announce that Mr. A. L. Shreb- 
nick, A.c.A., who has been associated with 
them for a number of years, has been 
admitted as a partner in their London 
practice, which will be carried on at 73-75, 
Mortimer Street, W.1. 
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Messrs. F. Walmsley & Co., Incorporated 
Accountants, Manchester, announce that 
Mr. William Harling is retiring from the 
firm, owing to ill-health, as from March 31. 
The practice will be continued by the 
remaining partner, Mr. Rupert A. Eccleston, 
under the same firm name. 


REMOVAL 


Mr. L. G. Harris, Incorporated Accoun- 
tant, has removed his office to New Broad 
Street House, 35, New Broad Street, 
London, E.C.2. 


OBITUARY 


ALFRED HARMAN EDWARDS 


We record with deep regret the death on 
February 5 of Mr. A. H. Edwards, J.P., 
F.S.A.A., senior partner of Messrs. Edwards 
and Edwards, Incorporated Accountants, 
Dorchester, and since 1949 a member of the 
Council of the Society. He was 66 years of 
age. 
Mr. Edwards was articled to his father, 
the late Mr. A. R. Edwards, r.s.a.a. After 
qualifying as an Incorporated Accountant 
in 1909, he became a partner in the firm, 
which is now being continued by his son, 
Major M. A. Edwards, A.s.A.A., in partner- 
ship with Mr. Clifford Wild, F.s.a.a. 

Mr. A. H. Edwards also held the office 
of Borough Treasurer of Dorchester from 
1930—when he succeeded to the post on 
the death of his father—till 1947. He and 
his father had occupied this office for more 
than half a century. 

In public life he was a member of Dorset 
County Council for more than twenty-five 
years, becoming a county alderman in 1940. 
He was chairman of the former Dorset 
Public Assistance Committee, and later of 
the Children’s Committee. He was a 
Justice of the Peace both for the county and 
for the borough of Dorchester. 

The interdenominational Miéill Street 
Missiqn, founded by Mr. Edwards in co- 
operation with his father in 1905, remained 
one of his keenest interests. He was 
founder and secretary of the Mill Street 
Housing Society, secretary of the Dorset 
Friendly Society, and an active member of 
the Baptist Association. He was a goveraor 
of Dorchester Grammar School, where he 
had been educated ; chairman of Herrison 
Hospital Committee ; and honorary auditor 
of the Dorset Branch of the National 
Farmers’ Union. 

The funeral took place on February 8 at 
Dorford Baptist Church. It was attended 
by Mr. I. A. F. Craig, Secretary of the 
Society of Incorporated Accountants, who 
represented the Council, and by Mr. E. J. 
Waldron, F.s.A.A., President of the South 
of England District Society. 


“ ACCOUNTANCY ” 


Binder for Current Issues 


‘TEMPORARY BINDERS TO HOLD UP To. 
twelve issues of ACCOUNTANCY are 
now on sale at the price of 12s. éd, 
(by post 13s.) from the Society of 
Incorporated Accountants, Incorpor- 
ated Accountants’ Hall, Temple 
Place, Victoria Embankment, 
London, W.C.2. 

These binders are in green with 
gilt lettering. Each month’s issue as 
it is received is quickly filed in the 
binder and held in place by a steel 
rod, the whole opening like a book 
for reading. 

Permanent binding of the com- 
pleted volume continues to be under- 
taken, and permanent binding cases 
supplied, by T. Whittingham & Co., 
Ltd., as stated in our issue- for 
December, 1950, page 434. 


BOOKS RECEIVED — 


MODERN OFFICE APPLIANCES. Fourth edition. 
(Published for the Office Appliance Trades 
Association of Great Britain and Ireland by 
Macdonald & Evans, London. Price 15s. net.) 


CARTER’S ADVANCED ACCOUNTS. — Fourth 
edition. (Sir Isaac Pitman & Sons, Lid, 
London. Price 12s. 6d. net.) 


“ TAXATION ” MANUAL. Compiled under 
the direction of Ronald Staples, editor of 
Taxation. Sixth edition. (Taxation Publishing 
Co., Lid., London. Price 15s. net.) 


THE TAXATION OF PRIVATE COMPANIES. By 
A. S. Silke, M.coM., ©.A.(S.A.), A.S.A.A. 
(Juta & Co., Lid., P.O. Box 30, Cape Town. 
Price 255.) 


TAX CASES. Vol. XXX, Part X; Vol. 
XXXI, Parts I to V. (H.M. Stationery 
Office, London. Price per part, 1s. net.) 


THE GROUP ACCOUNTS OF HOLDING COM- 
panies. By Frank H. Jones, F.A.c.C.A, 
A.c.1.8. (Barkeley Book Co., Ltd., 39, Lans- 
downe Road, Stanmore, Middlesex. Price 3s. net.) 


RATE COLLECTION, 1949-1950. (The Institute 
of Municipal Treasurers and Accountants.) 


ISRAEL’S ECONOMIC WEEKLY. Business Digest 
edition, containing Israel’s Income Tax 
Laws. Vol. 134, October 26, 1950. (Agent 
in England: Sweet & Maxwell, Lid., London. 
Price of special issue 6s. 6d.) 


AFIA. THE PRESENT POSITION OF THE 
APPAREL AND FASHION INDUSTRY. (Apparel 
and Fashion Industry’s Association, Morley 
House, Regent Street, London, W.1. Price 
tos. 6d. net.) 
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